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PREFACE 


This book is the result of seventeen years’ teaching 
experience. ‘To many students, the subject at its initial stage 
seems difficult to follow. When one fails to get up the initial 
steps, progress to higher steps becomes impossible. This was 
a challenge to me that I should make the subject simple and 
interesting to this category of students particularly, and I have 
thet this challenge by a method of explanation which I may 
claim as peculiarly my own. I have tried this method on 
students trained in the class room and by post and it has 
earned their admiration. 


This book is designed asa “ Quick Stebs’’ to cover the 
Elementary and Intermediate stages of Book-keeping and 
- Accountancy in a working period of ten months. In that way 
_ itis higher than the “ First Steps”. The exercises are carefully 
_ selected to give sufficient working practice to the studentr- 
_ The number is deliberately restricted to economise time and ¢ 
every one of the exercise is intended to be worked. 


Questions set during the last ten years at the R.A., D.Com., 

_ Institute of Bankers and other Commercial Examinations, 
_ have been included as a help to the student to get acquainted 
_ with the types of questions that are set. I accord my thanks 
2 {0 these Examining Bodies for the use made of the question 
— ge | 


Finally, T have to eects my debt to the authors of 
2 many standard books on the subject, upon which I have 
and "aged 
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One has always to be on guard against the ‘‘ Printers’ ’ 
Devil”? and I shall deem it a favour if the teachers and 
students making use of this book inform me of any 
inaccuracy that may have escaped notice. 


Y.M.C.A. College of Commerce, ° 
Madras, 1st May, 1947: HOMI F. KAPADIA. 
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CHAPTER | 
INTRODUCTION 


Subject-matter :——The word ‘‘Science”’ is used for systematised 
knowledge of any subject. Every Science deals with a selected 
subject-matter. The subject-matter of Book-keeping is ‘Money 
Transactions ’’ of any given business house for a given period. 
‘hese transactions result from purchase and sale of goods and 
purchase and sale of services by the given business-house- 
They may be expressed in different currencies, as Rupees, 
Annas and Pies; Pounds, Shillings and Pence; Dollars and 
Cents. 


The Object :—A Book-keeper concerns himself with the 
transactions entered into by his own business-house Anything 
bought or sold and received or delivered by a neighbour or a 
friend is a mere matter. of information. He records the 
transactions in the order of their occurrence, irrespective of 
the magnitudeofeach. The rough book in which the transac. -- 
tions are recorded is called “the Waste Book.” Thereafter 
they are entered in the Books of Account. Even the smallest 
isnot tobe neglected otherwise the result will be wrong to 
that extent. When the accounting is complete for a given 
period, the Book-keeper is in a position to report: 


(1) Whether the business, during the given period, has 
resulted in a loss or a gain. 
° (2) Who are the debtors and the creditors ? 
| (3) How sound is the business? What are the sources 
_ of the gains and causes of the losses ? 
On the strength of the information so derived, it will be 
os yssible for the businessman, either the Proprietor or the 
ao East, to .. the gains and stop or reduce the losses. 










of two dayiiee' coming ee btar. There cannot be a 
without a Buyer; a Borrower without a Lender; a 
r without a Giver. Taking you as the businessman :— 


a cannot buy goods without some one selling them 
5s Ite 2 ae ‘ Fare % } 


4 


(5) You cannot sell goods without some one buying them 
from you, 

(c) You cannot receive cash without some one paying 
it to you. & 


(dq) You cannot pay cash without some one receiving 
it from you. 


@ 

This double aspect of each transaction is the basis of Book- 

keeping technique. Because this double aspect has to be always 

taken note of, a double entry has to be passed for each 

transaction, and the system is known as | DOUBLE ENTRY BOOK- 
KEEPING ”’. 


There is a system known as “SINGLE ENTRY”. It is faulty 
to take note of one side ofa transaction and to neglect the 
other side. A system based on a fault will also be faulty and 
therefore “SINGLE ENTRY" is rightly called an incorrect 
system of book-keeping as it takes into account only one side of 
some transactions. Thisis explained in greater details at a 


-. later stage in this book. | 


- Accounts Beaks :-—-Books of Accounts are classed: (a) Subais 
diary books, and (6) Principal books. Principal books are more 
important. Subsidiary books are intended as a help for correct 
recording of transactions in the princial books. 


Principal Books :—-The ledger is the only important and 
essential book of account. There may be one ledger or more 


than one, if the number of accounts so requiresit. If accounts 


are kept separately for different separime ute, each department | 
will have its ledger or ledgers. 


- AJl transactions of a business-house are classified, vache es 
and condensed in the oe: of that business-house. Al = 






and payments to him, with or as the businessman, \ 
recorded in your ledger under an account, which | 





Piacoa He F. RAPADIA@ Al6 5695), le eee 






‘The businessman, thi 
scount allotted 1 ~ ae 





5 


the business to the Proprietor when the business is closed. 
In the course of business, it is used for purchasing goods, 
fixtures and furniture, other equipments for running the 
business and in meeting expenses incidental to business. What 
is not used is held in cash. Each of such items has a separate 
account allotted to it in the Ledger : 


ss {z) Cash receipts and payments are recorded under 


“ Cash Account ”’. 


(b) Goods purchased are recorded under ‘ Purchases 
Account "’. 


(c) Goods sold are recorded under “ Sales Account ”’. 


(d) Furnitures and fixtures bought for Office use are 
recorded under ‘Furniture and Fixtures Account’. 


(ec) Salaries paid are recorded under “Salaries Account”, 


(f) Expenses incurred on “ Postage and Telegrams ”’ are 
recorded under an account of that name. 


(zg) Interest paid or received is recorded under “ Interest 
Account ". Je 


(h) Rent paid is recorded under “Rent Account’. - °¢ 


GG) ** Rates and Taxes’’ paid are recorded under an 
account of that name. 


 Ceification of —— Accounts :—We can classify tie Ledger 
EC arecte as under : 











Ledger Accounts 





| | 
- Personal — os Impersonal! 
enone Accounts 





Nominal 
aa 
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(2) Impersonal Accounts:—Impersonal Accounts are accounts 
other than of persons or firms and are classified :— 


(z) Real or Property Accounts :—These accounts are records 
of property of various nature owned by you as the businessman. 
Examples are: Stock of Goods account, Cash Agcount, 
Buildings Account, Machinery Account, Furniture and Fixtures 
Account. . 


(b) Nominal Accounts :—These accounts are records of 
expenses of various nature incurred, as well as incomes" 
earned, by you as the businessman. Examples are: Reni 
Account, Wages Account, Salaries Account, Postages Account, 
Stationery Account, Kents from Tenants’ Account, Interest 
Received Account, Commissions Earned Account. 


Subsidiary Books :—These books are also known as © Books 
of Original Entry °°. Practice of Book-kesping lays down that 
no transaction should be entered in the ledger before it is 
entered in the right subsidiary book. One of the subsidiary 
hooks is the JOURNAL. By itself it can be utilised as the only 
subsidiary book, as the Ledger is the only principal book. 
Other subsidiary books are now evolved on the principle of 

‘division of functions’’. They are: 
(cz) ‘‘ Cash Book "’ for all cash transactions. 


- (b) “ Purchases Book ”’ for all purchases of goods the 
firm trades in. 


(c) “Sales Book ” for all sales of goods the firm trades i in. 
(d) Several others. 





CHAPTER IT. 


i 


a The Journal and Journalising. 


The student now knows— 
(z) that every business transaction has a double aspect ; 


. (d) that every business transaction has to be entered 
first in a “book of original entry,” before it is entered in the 
ledger; and 


(c) that the “ Journal ”’ is a ‘book of origina] entry.” 


The function of the Journal is to dissect a given transac- 
tion and to restate it in a conventional form :— 


9% 


“So and so’’ Account debtor to “So and so” Account 


creditor. 


Once this entry is made inthe Journal, the book-keepef 
takes up the ledger and therein debits the debtor account with ° 
the value; and credits the creditor account with the same 
value. This results that for every debit entry posted in the 
_ ledger, acredit entry or entries of equivalent value are also 
posted. In other words, the total of debit entries must always 
be equal to the total of credit entries. 


_* Rules for Journalising:—Entering a transaction in the 
Journal is called Journalising. 

oe Journalising becomes easy once the student grasps the 
2s Roo oring rules: 

THE EaOn YEE OR THE THING RECEIVED I8 DEBTOR - 









in the | rece ver, ae outsider’s account is 
: he Teceiver you anonid ae a 
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account js debtor. If the business has received furniture, 
~ Furniture *’ account is debtor. 

Similarly, if an outsider is the giver, the “ outsider’s’ 
account is creditor; but if your business is the giver, you 
should ask a second question: ““What is given?’ Then the 
thing given by you is creditor. If the business pays cash, 
‘Cash *’ account is creditor; if the business sells goods, sale& 
account is creditor. 


Transactions in respect to expenses and income require a 
little care. In the form in which they are stated, they mislead : 


“Bought stationery” implies that the business is the 
receiver of stationery and therefore “stationery ’’ account is 
to be debited. 


‘Paid salaries-Rs. 500 " if judged superficially would imply 
that salaries are given and therefore © Salary” account should 
be credited. It is not so. Judged properly the transaction 
implies: ‘‘Cash paid on account of salaries Rs. 500”. As 
gash is given, cash account is to be credited. The employees 

.are the receivers of this cash; but they are not debtors, as they 
are being paid for the services they have given. The right 
account to be debited is the Salaries account. It denotes the 
expenditure incurred on Salaries. Similarly when rent is paid, 
“ Rent” account is debtor and Cash account is creditor. 


As a rule, expenses paid or due to be paid are to be debited 
to the ‘‘ Expenditure’ accounts opened with proper headings; 
incomes earned or accrued are to be credited to the “Income” 
accounts opened with proper headings. 


Entering the Journal :--The Journal is ruled to provide four 
columns (see page 12). First column is for date ; second column 
is for particulars and the two money coiumns are side by side. 
How a journal entry should be entered is shown on page 12 
where the Journal for exercise I is worked out, The date is 
to be put in the date column, The name of the debtor” party 
is to be written first and it should begin right close to the left- 
hand margin of the ‘“‘ Particulars” column. The abbreviation 
“Dr.” is to be written in the same line but close to the right 
hand margin. The name of the ‘S Creditor” party is to be 
written on the next line Semwedas by ocheavaaues 3 “Tg and 













& 


at least half-an-inch space is to be left from the right hand 
margin. The abbreviation “Cr.” is not used as it is implied. 
The value of the transaction is to be shown in both the 
money columns against the debtor as well as the creditor. 

Thestudent should bear in mind that there are always two 
parties to every given transaction; one of them is debtor and 
the other is creditor. Therefore one party has got to be debtor 
to the other. It cannot be debtor to itself. Cash Account cannot 
be debtor to Cash Account. 


Exercise !. 


Following are the transactions of H. F. Kapadia, @ piece- 
goods dealer. Journalise and take totals: 

Take each transaction; read the explanation under 
“ Hints” at the end of the exercise. Thereafter write out the 
Journal entry for the transaction. Then compare your Journal 
entry with the sclution given on page 12. 








: Rs. , 
a August 1 Kapadia starts business with = 2,000 ° 
4, ~=-% Bought of Gopalan & Co., goods - oie 200 - 
= oS cs “4 Bought of Remington & Co., a Typewriter. 150 
eo. 4 Bought of Kewalram—saries ae 470 
<= a. to seas Stores—saries 100 
20 
1,500 


150 
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Hints on Exercise I. 


August 1:—-Whenever a businessman starts with a certain 
cash, he really lends to the business that much amount. A 
man may bea millionaire, but he may bring in Rs, 5,000 only, 
to start a soda water factory. Whatever cash is browght in, 
or in other words received by the business, is to be debited to 
the cash account in the books of the business. The person who 
gives the cash is the proprietor. He brings it in to serve as 
capital. Therefore credit is to be given to ‘* Proprietor’s 
Capital Account’’. 


August 2:-—-To a draper, cloth of different kinds are goods. 
To a chemist, medicines of different kinds are goods. To a 
crockery merchant, glassware of different kinds are goods. To 
a dealer in furniture, different pieces of furniture are goods. 
Thus, ‘“Goods"’is the general title for all types bought and 
sold by a dealer. Goods bought are recorded as “ Purchases”, 
Goods bought are received by the business and “‘ Purchases 
Account ’* is debtor to the person who sells them to us. 


August 3:—When a draper buys chairs and tables, he does 
go not to sell them again. The tables and chairs do not come 
under “ Goods” but under ' Furniture and Fixtures Account ”’. 
Even in the case of a furniture merchant, the furniture used 
by him for running the shop cannot be treated as goods. The 
value of furniture so used will be debited to his “ Furniture 
Account’. Besides furniture, a business-house requires other 
office equipments, which are known as “ fixtures ” and usually 
one account is opened to cover both “ Furniture and Fixtures”’ 
Account. For the Typewriter that the business receives, 
Furniture and Fixtures account is debtor to Remington & Co. 
This will require a narration. Remingtons also deal in 
Accounting Machines, Duplicating Machines, Filing Cabinets, 
etc. Therefore, a note will have to be taken under the Journal 
entry, recording that a Typewriter No. 55678 has been bought, 
so that if in future we want to know what piece was bought, 
the information will be readily available. Such a note explain- 
ing a journal entry is called “ Narration”. 


. August 4:—Business is the receiver of Saries which are 


f purchased from Kewalram. A narration is also required.” 


. 
4 


« 


8 


v4 
+ 
4 


al 
ai 
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August 5:—Liberty Stores are the receivers of saries which 
you, as businessman, have sold. Narration is required. 


August 6 :—Goods are returned back to Gopalan & Co., who 
are the receivers. There is difference between goods sold and 
goods returned. Both types are given away by the business. 
Goods gold are termed as “Sales’’. Goods purchased and 
returned are termed as ‘ Purchases Returns’’. 


August 7:--Bank of Hindustan is the receiver of cash 
which is given by the business. 


, August 8:—Remingtons are receivers of Ks. 150 which 

Bank of Hindustan. pays. | 

August 9:—Business is the receiver of chairs which 
‘“ Katpadi Furniture ’’ supplies. Furniture and fixtures account 
is debtor. 

‘August 710 :— Business purchases Suitings and Shirtings from 
Buckingham Mills. Business is the receiver and Buckingham 
Mills are the giver. 


August 17:—Business receives stationery and gives cash. 


August 12:~Lilaram & Sons are the receivers of goods 
which the business sells. ; 


August 18:--Business is the receiver of cash against goods — 
that are sold (given). 


August 14:— Buckingham Mills are receivers of Rs. 550 
which the Bank of Hindustan gives. 


August 15:—Certain expenditure, like rent, salaries 
* stationery, have to be regularly incurred in running a business. 
In a small business where such items occur in singles once in 
@ month, separate accounts under each head are not opened and 
the expenses are debited to a general account under the style 
“Trade Expenses”’. In such circumstances, a narration 
becomes necessary. Otherwise separate accounts are opened 
for each item. For rent paid “ Rent’ account is debtor. for 
salaries paid, © Salaries ’’ account is debtor. 


The proprietor runs his business to make a living. He 
anticipates profit, Profit or loss is not known till accounts are 
elosed once in a half year ora year. Therefore in anticipation 
of profits, he draws money from time to time out of the business 
cash, for his living. Such drawings are debited to a separate 
account styled © Proprietor’s Drawing Account , or ‘' Proprie 
tor’s Current Account’, and are finally adjusted, when ve 
final accounts are made ‘out. Cash Account is creditor ae 
business pays cash, | 


Journal of H. F. Kapadia. 
Note.—The debtor party is to be entered close to the left margin, placing the 
abbreviation “Dr.’* atthe right hand margin. Leave some space 
before entering the creditor party. Draw a line after each entry. 





































———— 
1940, e ane s: PARTICULARS. | | Ree a eae, 
August 1 = Cash Account Dr. 2.000 | 
ea To Kapadia’s Capital Account. aah Sen — 2,000 
. 2.1 Purchases Account s Dr 2008 | 
| To Gopalan & Co. | 
___ (Their Invoice No... ..... Date «resected 200. 
ae Fe Furniture and Fixtures Account Dr.| 150 
To Remington & Co. 150 
(Bought Tepaws iter No. 59678—T heir 
BULNO es ssc) 2 eg | e 
» 4...) Purchases ipanenek ee Dr,| 470 
| To Kewalram’s Account. 470 
| (Bought Saries as per Invoice No.............) 
ae Be, | Liberty Stores Account ay “ir, 100 
To Sales Account, 100 
: (Sold Saries—Our Invoice No...... Sdreseuinea 
»» 6...) Gopalan & Co.’s Account Dr. 25 
To Purchases Returns Account. <a ee 25 
as 7 .+| Bank of Hindustan Account _... Dr.| 1,500 | 
To Cash Account 1,500 
(Opened a Current Account) 
~ 4, 8.6! Remington & Co., iz Dr. 150 
a ee To Bank of | Hindustan. 150 
0 9... Furniture and Fixtures Account. Dr, 35 
To Katpadi Furnitures Account, 35 
(Bought Chairs. Their Bill No............00+) 
» 10...) Purchases Account ar Dr. 1,500 
To Buckingham Mills. 2 1,500 
(Their Invoice No... ......000ceseee) | 
» dl... Stationery Account Dr. 20 
cz bo Oss Account). 2° ee a 
s 12...) Lilaram & Sons Account + Dr.| 780 
| To Sales Account, ; 780 
(Our Invoice No......sesseese.:+: +4) eo, 
»» 13 | Gash Account Bee Dr.) 700 : 
| To Sales Account. : ep © 700 
» 14... Buekingham Mills Account _... Dri} 2 SRR ely ce 
: To Bank of Hindustan. ‘ih ge aa ee 
» 15 «1 Rent Account Be ie ode eg eee a ame 
*s | To Cash Account. Se | eee oe ee 
Salary Account ee 2 DELS: Boe sey: 





To Cash Dent or = 


CHAPTER III. 


The Ledger and Ledger Posting. 


Entering transactions from the Journal to the Ledger is 
ealled “posting ’’. The rulings in the Ledger are different from 
those in the Journal. A Ledger folio is divided into two equal 
halves.. Each half has got three colums. (See page 18.) First 
column is for date ; the second isfor particulars ; and the third 
it for money. The left-hand hali is used for posting debit 
entries and the right hand half is used for posting credit 
entries. é 

Your ledger will contain a complete collection of all 
accounts that are affected by the business transactions that 
vou have completed. 

_ An account has got to be opened before an entry can be 
posted to it. To open an account, the name of the account is to 
be written in neat bold hand in the centre of a folio. The loft- 
hand side is to be marked with the abbreviation “ Dr.’ and the 

right-hand side with the abbreviation “Cr.” Each account 
should have sufficient space to take up the number of entries to 
be posted therein. : p 


The money soluntne s are to be marked with ‘the nature -of 
the currency in which the account is kept,as Rs. A. P., or 
_ £.s.d. A posting on the debit side will always carry the 
prefix “To”; a posting on the credit side will always carry the 
| Prefix” By 
x Grouping of Accounts :—-Accounts are opened in groups. The 
‘main groups are two: (1) Proprietor’s Accounts, (2) Personal 
5 Accounts. Sometimes Personal Accounts are further grouped ; 
x ) Creditors’ Accounts and (2) Debtors’ Accounts. Some- 
: mes each of the three groups are posted to three different 
- soe there will be (1) Proprietor’s Ledger, (2) Debtors’ 
When accounts are few, 
er Deany be maintained with two or three divisions 

















“Sete or Seat Account ; 
-and Purchases Accounts ; 
ind income accounts ; 


Jacm s suamad owned by the 
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Personal Accounts:-—-These accounts include all accounts of 
Creditors of the firm and all accounts of Debtors of the Firm. 


Exercise 2. 


(The student should work the exercise by himself and thereafter 
compare his working with the solution that is given.) 


(2) From the Journal of H. F Kapadia given on page 12 
prepare a list of accounts that should be opened in H.F. Kapadia’s 
Ledger, and divide them in two groups. 


(6) Open the above accounts in H. F. Kapadia’s Ledger 
and post to them the transactions as journalised on page 12. 
Follow the hints that are given. 


ee ee 








ee 


Solution of Exercise 2(a)}:—On examining the Journal entries, 
we find that the following accounts are to be opened :— 


Proprieter’s Accounts. Personal Accounts. 


1. Kapadia’s Capital Account 1. Gopalan & Co. 
+ 2. Kapadia’s Drawing Account 2. Kewalram. 
. 3. Cash Account 3. Remington & Co. 
4. Bank of Hindustan Account 4. Liberty Stores. 
5. Purchases Account ). Katpadi Furniture. 
§. Sales Account 6, Buckingham Mills. 
7. Purchases Returns Account 7. Lilaram & Sons. 
8. Furniture and Fixtures | 
Account 
9, Stationery Account 
10. Rent Account. 
41. Salary Account 


Exercise 2 (b). 
Hints for opening the Accounts in the Ledger :—Open the first 
page of your Ledger. At the top, and in the centre of thie felis, 

make the heading, ‘ Ledger of H. F. Kapadia”’. . 

Leave one line and again in the centre of the folio, open 
(write) ‘‘ Kapadia’s Capital ’’ Account. 

Leaving eight lines for ‘“ Capital ’’ Account, open Kapadia’s 
Drawing Account. | : 

Leaving eight lines for each account, open the remaining 
sixteen accounts that you have listed, in the order as they stand. 


Hints for Posting Journal entries to Ledger :—Keep the Journal 
’ open by your side; prepare yourself to post the Ledger. 


ea 
a ye 


RE ae eee 
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Journal (2) Cash Account is debtor to Kapadia’s 
Entry 1 Capital Account. Go to Cash Account in the 
Ledger ; left hand side is Debit Side : post on top- 
most line on left-hand side; ‘‘August 1st. To 

Kapadia’s Capital Account. 
2 (b) Kapadia’s Capital Account is creditor by 
Cash; go to Capital Account ; right-hand side is the 
° Credit side; post on topmost line on right- -hand 
side : “August lst. By Cash Account.” 


cn re nr, 











Journal 
Entry 2 Purchases Account is debtor to Gopalan & Co; 
. go to Purchases Account in the Ledger; left- 
hand side is debit side; post on topmost line on 

left-hand side “ August 2nd. To Gopalan & Co.” 
| (b) Gopalan & Co. is Creditor by Purchases 
Account; go to the account of Gopalan & Co.; 
right- hand side is the credit side ; post on topmost 
line on right-hand side: ‘‘ August alee By Pur- 
chases Account ”’. 


Journal 
' Entry 3 tg) 





‘Furniture and Fixtures, Ac ee is dehtor 
to Remington & Co. Go to Furniture and Fixtures 
Account in the ledger; left-hand side is debit side - 
post on topmost line of debit side :°“‘ August 3rd. 
To Remington & Co.”’ : 

-  * (c) Remington & Co. is creditor by Furniture 
and Fixtures Account. Go to Remington & Co.'s 
account in the ledger. Right-hand side is the 

credit side ; post on topmost line of credit side: 


2 = * Account. a 





Z “Journal: | (a) Purchases Account is debtor to Kewal- 
i Sia ram; go to Purchases Account in the ledger; left- 
hand side is debit side; post on topmost ie of 
debit side: “ August 4th. To Kewalram ” 

ee (b) Kewalram’s Account is creditor by Pur- 
chases; go to Kewalram’s Account; right-hand 






















— eect side: “ August 4th. By Purchases.” 


sla): Liberty Stores Account is debtor to Sales 
ount ; go to Liberty Stores Account; left-hand 
debit. ot 5th ic on topmost lias of debit 





ccount is eetitor by Liberty 
es Account; right-hand side is 
n topmost line of Credit side: 
oT y coartoall 


F ‘x * a ‘. 
oma vaca eT eerie by aN 


2. | “August 3rd. By Furniture and Fixtures 


gide is the credit side; post on topmost line of 


eq. 


¥2. 


Journal 
Entry 6 


Journal 
Entry 7 


J ourna! 
Entry 8 


Journal 
Entry 9 


Journal 
Entry 10 


Journal 
Entry 11 


220 Me EO, gp Be ee : 
Mente. oe a 
Pat 3 hn ee, ee ee 
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3 (s) Gopalan’s & Co.’s Account is debtor to 
Purchases Returns; goto Gopalan & Co's account ; 
left-hand side is debit side; post on topmost line 
of debit side: “ August 6th. To Purchases Returns 
Account ”’ 


(6) Purchases Returns Account is creditor by 
Gopalan & Co; go to Purchases Returns Account ; 
post on topmost line of its credit side: “ August 
6th. By Gopalan & Co." ze 


(a) Bank of Hindustan’s account is debtor to 
Cash Account; go to that account ; post on the 
topmost line of its debit side: “August 7th. To 
Cash ”’ 

(b) Cash Account is creditor by Bank of 
Hindustan ; go to Cash Account; post on its credit 
side ; 3 “ August (th. By Bank of Hindustan 








(a) Remington ' ‘& Co.'s Account is debtor to 
Bank of Hindustan : ; Go to the account of 
Remington & Co. ; post on the topmost line of its 
debit side: ‘ August 8th. To Bank of Hindustan”’. 
. {b) Bank of Hindustan’s Account is creditor 
by Remington & Co.; post on the topmost line of 
the credit side of Bank of Hindustan’s account: 
% “ August 8th. Be Remington & Co.” 








(a) Furniture & Fixtures Account is debtor 
to Katpadi Furnitures. Go to Furniture and Fix- 
tures Account; post on its debit side: ‘ August 
9th. To Katpadi Furnitures Account.” 

(b) Katpadi Furnitures Account is creditor by 
Furniture and Fixtures account; post on topmost 
line of credit side of Katpadi Furniture account ; 
‘August 9th, By Furniture and Fixtures 


Account.’ 


(a) Purchases Account is debtor to Bucking- 
ham Mills; post on the debit side of Purchases 
Account: ** August 10th. To Buckingham Mills’’. 

(6) Buckingham Mills Account is creditor by 
Purchases Account; post on the topmost line of 
credit side of Buckingham Mills Account: 
“ August 10th. By Purchases Account”. 








ee 


(a) Stationery Account is debtor to Cash 


Account; post on. topmost line of debit side of 


Stationery Account ie llth. To Cash 


sepa 


ae 


ae cd oy 
mee Pe 
a ae pa 
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(6) Cash Account is creditor by Stationery 
Account ; post on credit side of Cash Account : 
‘August 11th. By Stationery Account.” 





reno == 
TR I A Pe 


Journal 
Entry 12 (z) Lilaram & Sons Meaauuts is dabior ie 
- Sales Account: post on topmost line of debit side 
of Lilaram & Sons’ Account: “* August 12th. To 


; Sales Account ”’ 


(5) Sales Account is creditor by  Lila- 
ram & Sons; post on credit side of Sales Account: 


° . August 12th By Lilaram & Sons ’”’. 
ei ts Cash Account is debtor to Sales Account; post 


on debit side of cash account: ‘ August 13th. To 
Sales Account.”’ 


(b) Sales Account is creditor by Cash 


Account ; post on credit side of Sales Account: 
“ August 1 13th. By Cash Account ”’ 














soar (a) eee chat Mills akourt is debitor to 
Bank of Hindustan; post on topmost line of debit 
side of Packiichamn Mills Account: “ August 14th. 
To Bank of Hindustan.” : : 
(6) Bank of Hindustan’s Account is ereditor 
- by Buckingham Mills; post on credit side of Bank 
of Hindustan’s Account: Sei 14th. By 
_ Buckingham Mills Account,” 
- fates 15 (2) Rent Account is debtor to Cash Account: 
Sa ee debit it: “August 15th. To Cash”’. 
ee (6) Cash Account is creditor by Rent Ac- 


count ; credit it ; “ August 15th. By Rent Account.” 








ee 





—, 


ia at eee ; ee 


2 (a) Salary Account is debtor to Cash Account: 
debit it: “ August 15th. To Cash” 


| = ~— (6) Cash Account is creditor by Salary Ac. 
—s count; credit it: “August 15th. By Salaries 
ae _ Account.’ i | 
















ee 


oe. (a): x scidia a's Drawing Account is debtor to 
Cas ih ecount ; debit it “August 15th. To Cash 

(6) Ca iscat: is creditor by Kapadia’s | 
t: credit it: “August 15th. By ~ 


po: ce ei 








i ie 
Dr. LEDGER OF H. F. KAPADIA 
ee, Oa ie ee 


|Aug. 1 ‘By Cash 


Kapadia’s Drawing Account 
Aug. 15 (To Cash we | Rs. 75 | 


Cash Account 
Aug. 1 |To Kapadia’s | Aug. 7 By Bank of 
capital account ...; Rs. 2,000] | Hindustan 
13 ,, Sales | Rs. 700] 11 By Stationery A/c 
| 15, ,, Rent A/c 
15) ,, Salary Afc 
15. ., Kapadia’s 
Drawing A/c 
Bank of Hindustan Account 





Aug. 7 \To Cash «| Rs. 1,500 | Aug. 8, By Remington & 
| PonO., 
| | 14; ,, Buckingham 
. | | . | Mills 





: Purchases Account 
Aug. 2\ToGopalan& Co. | Rs. 200 || | 


4 ,, Kewalram Lg ee | | 
10, ,, Buckingham | | | 
Mills L 34; gh OO | 


Sales Account 


Aug. 5 |By Liberty Stores 
| 12!| ,, Lilaram & 
Sons 


| 
| 12, ,, Cash 
| : 


Purchases Returns Account 
| Aug. 6) By Gopalan & Co, 


| | 


Furniture & Fixtures Account 








Aug. 3/To Remington & Rs. 150 
Co. 
9|,, Katpadi oo: ee 
Furniture | 


Stationery Aceoun 
Aug. 11 (To Cash — | Rs. 20 | 
ak. | | 









Rs. 2,060 


e 

Rs. 1,500 
¥ 20 
5 80 
es 205 
|» 75 
| Re: 160 

| 
Ee 550 

| 

| 
Rs. 100 
‘is 780 
5 700 
| Rs. 25 
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Rent Account 
Aug. 15 'To Cash a | Rs, 80. | 
| | | 
: Salary Account 
Aug. 16 [To Cash_ {| Rs. 205 J | ; 


| 


ae) 
a) ; : 


Gopalan & Co. 





Aug. 6 ea Porchaags : Rs. 25 } Aug. 2 By Purchases | Rs. 200 
ee | . | 
ee. , | ! 
oe Kewalram & Co. eg 
: : | 9: ae, _ fj Aug. 41] By Purchases Rs. 470 










‘ae | Remington & Co. 
Aug. 8/To Bank of (Aug. 3) By Furniture and 
Sone Hindustan ... | Rs. 150 Fixtures Rs, °150 
Liberty Stores a Oe 
a Rs, 100 / = 
| | : | 
: | 
-Katpadi Furniture 6 
| Aug. 9; By Furniture and : 
| Fixtures _ s-| Rs, eee 





Rs, . : 





CHAPTER iN: 
The Trial Balance. 


The student now knows thatthe sole basis of ‘ Double Entry 


Book-keeping ’’ is that every debit is balanced by a credit. If 


one amount is debited to a given account, an equivalent amount, 


is credited to the other account that is affected by the transac- 
tion. For this reason, if journal entries are correctly posted to 
different ledger accounts, the total of all the debit postings in 
the ledger must equal the total of all the credit postings in the 
ledger. To satisfy himself that it is so, a book-keeper always 
extracts a Trial Balance (T.B.), after the ledger postings are 
completed. 


A Trial Balance is taken out in the Journal because both 
have common .rulings. A complete list of all the accounts 
that are in the ledger is drawn out in the “ particulars ”’ 
column. The debit and the credit sides of each account are 
separately totalled up. The totals are not to be written in the 
ledger, but are to be worked on a loose paper, The debit total of an 
account is to be entered in the debit column of the Trial 
Balance against the account; the credit total is to be entered 
in the credit column. After the totals of all the accounts are 
thus entered up, both thecolumns of the Trial Balance are to 
be totalled. These totals should be equal to each other and 
should also be equa! to the totals of the Journal. This will go 


to prove that all the items in the Journal have been posted to 


the Ledger. This will, however, not prove that postings have 
been correctly made in the right accounts. If, instead of 
 debiting Lilaram & Sons, a debit is given to Buckingham Mills, 
the total of the debit column of the Trial Balance will still be 


the same. Such an error will not be detected unless the 


entries: are checked after being posted. If the error is over- 
‘a ee even Pa # the checker, it will be pene out eevee nd 


it 2 





3) 
Exercise 3. 


From the Ledger of H. F. Kapadia as worked out by you 
under Exercise 2, extract a Trial Balance and compare your 
solution with the Trial Balance hereunder given. 


° Trial Balance of Exercise 2. 
Dr. Or. 
: , Rs. Rs. 
Kapadia’s Capital Account eer at 2,000 
Kapadia's Drawing Account _ se 75 ie 
Cash. 2 2,700 1,880 
Bank of Hindustan ee 1,500 700 
‘Purchases Account oe 2,170 a3 
‘Sales Account a an 1,580 
: Purchases Returns Account a at 20 
- Farniture and Fixtures» as 185 = 
Stationery ae 20 S 
’ , Rent . a : ‘ us 80 i: 
200 
470 
150 
35 
1,500 
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Exercise 4. 


Journalise, post and take out Trial Balance. Take your 
guidance from the hints given at the end of the exercise. 


G. H. Gai commences business on Jan. 1, 1941, and the 
following are his transactions for the first month: % 


1941 : Rs. 
Jam. 1 Capital paid into Bank of India (oD 
: 2 Paid for furniture (Cheque) | ey 225 
Paid for Fixtures (Cheque) ee 75 
3 Bought from U.N. Rao, Goods oe 550 
4 Bought from ve P.B Pisharoti goods ... 400 
0 Sold to H. F. Kapadia gocds ad 375 
6 Cash sales paid into Bank ce 138 
7 Paid U.N. Rac on account by cheque 
Rs. 375/- ; he allowed us discount 
Rs. 25/- A 400 
: 10 Sold goods to © Bombay Hall ” eo 375 
: 11 Sold goods to G. Solomon © ay) 
12 Received from H. F. Kapadia and paid 
into Bank he 360 


Allowed him discount _... 
20 Paid salaries by cheque 
25 Cash sales paid into Bank 
26 Bought goods from U. N. Rao sis 


29 Paid Profession Tax to vorporesy by 
: cheque 


31 Private drawings of Q. H. (Su by 
ae cheque ie 










ees 
‘ 


« 
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1. G. H. Gai's Capital 8. Salaries 

2, G. H. Gai’s Drawings 9 Rates and Taxes 
3. Bank of India 10. U.N. Rao 

4, Purchases 11. V.P. B. Pisharoti 
5. Sales | 12. H.F. Kapadia 

6. Furniture & Fixtures 13. Bombay Hall 

7. Discount 14. G. Solomon 


Thereafter keep your Journal and Ledger side by side and 
commence your work on a new folio of the Journal. 


Transaction The proprietor is G. H. Gai; business receives 


Jan. 1 from him Rs. 2,000 as capital; this is not held in 
cash but paid into the Bank. The Bank of India 
is the receiver and G. H. Gaiis the giver, The 
journal entry will be: 


Jan. 1. Bank of India Dr. Rs. 2,000 
To G. H. Gai’s Capital A/c Rg, 2,000 


After entering the journal entry, post to 
ledger. Bank of India is to be debited ; | 


Jan. 1. To G. H; Gai’s Capital Account. 


G. H. Gai’s Capital Account is to be credited : 
Jan. 1. By Bank. 


en tt Ae eg 





= (Jan. 2 Two payments hace bah ae on aa. same 
—- ss date ; one is for Furniture purchased and the other 
— is for Fixtures purchased, But, we always have 
one combined account of “Furniture and Fixtures”. 
Gai as the businessman has received H'urniture and 
Fixtures and the Bank of India has given the 
value. Journalise : 


Jan. 2. Furniture and Fixtures A/c Dr. Rs. 300 
To Bank of India Rs. 300 












Post this entry to ledger: Furniture and Fixtures 
Re 300 is to - debited : Jan. 2. To Bank of India 
8. 300 


Bank co ‘India’s Account will be credited : 
eis San. nal Furniture & Fixtures x Rs. 300 








Jan, 


6 
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Journalise : 
Jan. 3 Purchases Account Dr. Rs. 550 | 
To U. N. Rao Rs. 550 


Post this entry to ledger: 
Debit Purchases A/c: Jan. 3. To U.N. Rao 


Rs.-550 
Credit U. N. Rao’s A/c: Jan. 3. By Purchases 
Rs. 550 c 


Business has made second purchase and received 
goods from V. P. B. Pisharoti. Journalise: 


Jan. 4, Purchases Account Dr. Rs. 400 
To V. P. B. Pisharoti Rs. 400 
Post this entry to Ledger : 
Debit Purchases A/c: Jan. 4. Te V. Pie; 
Pisharoti Rs. 400 


Credit V. P. B. Pisharoti: Jan. 4 By Purchase 
Rs. 400 











Se a 


Goods have been delivered t0.-Hy-E, Kapadia 
on account of a sale: Kapadia is the receiver : 
Journalise : 


Jan. 5 H. F. Kapadia Dr, Rs. 375 
To Sales Account Rs. 375 
Post this entry to Ledger: 


Debit H. F. Kapadia’s Account: Jan. 5 To Sales 
Rs. 375 


Credit Sales Account: Jan. ed |S ie nepats 
Rs, 375 


Goods have eet gold for sie and aa lage 
been paid into the Bank. The Bank has received 
the value and goods ole been i red : 
Journalise : . Se 3 

Jan. 6 Bank of India _ Dr. Rs. 138 ees 

To Sales Accou unt 
4 Eade: 
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The Bank will pay him Rs. 375 and therefore the 
Sank account is to be credited with Rs. 375 only. 
Rs. 25 earned as discount is to be credited to Dis- 
count Account. Journalise: 


Jan: 7 U. N. Rao’s Account Dr. Rs. 400 
To Bank of India Rs. 379 
- To Discount Account 20 
Post this entry to ledger : 
Debit U. N. Rao’s Account: 
Jan.? To Bank of India Rs. 375 
To Discount Rs. 25. 


Credit Bank of India: 
Jan. 7 By U.N. Rao Rs. 375 


Credit Discount Account: 
Jan. 7 By U.N. Rao Rs. 25 


ln a ne nr EY ee 








Jan. 10 Goods are delivered to Bombay Hall on account of 
ae a sale: Journalise: 


: Jan. 10 Bombay Hall’s Account Dr. Rs. 375 
: = Se To Sales Account — Ra, 375 
= 2 = | - Post this entry to ledger : 
ss Debit Bombay Hall’s Account : 
Jan. 10 To Sales Account Rs. 375 


oe Credit Sales Account : 
| Jan. 10 By Bombay Hall's account Rs. 375 oe 












ods are delivered to G. Solomon on | account ofa. 2 
ada = : 


Jan, 12 


Jan. 20 


Jan. 25 
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The business received from H. F. Kapadia 
Rs. 360 which amount is directly paid into Bank. 
Therefore the Bank of India is the receiver and 
H. F. Kapadia isthe giver. The business allows 
Rs. 15 as discount to H. F. Kapadia. Therefore 
H. F. Kapadia has to be given credit for Rs. 360 


and for Rs.15: Journalise: 
Jan. 12 Bank of India Dr. Rs. 360 
Discount Account Dr. Rs. 15 
To H. F. Kapadia Rs. 375 


Post this entry to ledger: é 
Debit Bank cf India: 


Jan. 12 ToH. F. Kapadia Rs. 360 
Debit Discount Account: 
Jan. 12 To H. F, Kapadia Rs. 15 
Credit H. F. Kapadia: — 
Jan.12 By Bank of India Rs. 360 
By Discount Rs. 15 


ee ee ef a FES 


The business draws (Receives) from i Bank 
on account of salaries to be paid to the staff Rs. 75. 
The Bank Accountis to be credited and the Salaries 
Account is to be debited: Journalise: 

Jan. 20 Salaries Account Dr. Rs. 75 

To Bank of India Rs. 75 

Post this entry to ledger: 
Debit Salaries Account: 


Jan. 20 To Bank of India Rs. 75 
Credit Bank of India: 


Jan. 20 By Salaries Account Rs. 75 


eer ey SSS | SRI 





one 


Rs. 155 received on account of goods sold 
(Sales) are paid into the Bank. The Bank of 
India receives the sum and is the debtor. 
Journalise : 3 

Jan. 25 Bank of India Dr. Rs. 155 

caer Sales Account Rs. 155 
Post this entry to ledger : : 


Debit Bank of India: — 
Jan. 25 To Sales Account Rs. 155 


Seat Sales Account : 


J an. mies By Bank of India. Rs. 155 — 





Jan, 26 


tT 


Jan, 29 
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Business receives goods purchased from U.N. Rao: 
Journalise : 


Jan, 26 Purchases Account Dr. Rs, 400 
To U. N. Rao Rs, 400 
Post this entry to ledger : 
Debit Purchases Account: 
Jan. 26 To U. B..Rao Rs. 400 


Credit U. N. Rao’s Account: 
Jan. 260 By Purchases’ Rs. 400 





Corporation is the receiver of the cheque, but it is 
issued on account of Profession Tax that the 
business has got to pay. Therefore Rates and 

~ Taxes Account is to be debited. Journalise: 


Jan, 29 Rates and Taxes Account Dr. Rs. 50 
To Bank of India Rs. 50 


A narration is also necessary to show that pay- 
ment is made to Corporation as Profession Tax. 


Post this entry to ledger : ; 
Debit Rates and Taxes Account : : 
Jan. 29 To Bank of India Rs, 50 


Credit Bank of India: 
Jan. 29 By Rates and Taxes _ Rs. 50 





G. H. Gai receives ae personal use a cheque from 
_ the business. Therefore his Drawing Account 
is debtor: Journalise: 


< San. 31 G. H. Gai’s Drawing Account Dr. Rs. 75 
3 che Bank of India Rs. 75 
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Extract a Trial Balance from Ledger Accounts 
and total it. Its total should be Rs. 5,723. 


TRIAL BALANCE—Exercise~4. 





Pi 


Rs. As. Rs. | As. | 








G. H, Gai’s Capital Accoant ... ae 2,000 | 
G.H. Gai’s Drawing Account ... i tend a as 
Bank of India vee | 2 O08 | 875 
Furchases Account ioe | 18504 y eg | 
Sales Accouut Sys ane 4 1,098 © 
Furniture & Fixtures Ly 30°) eee Cae 
Discount Account re 15 | 25 
Salaries Account es 13 | area | 
Rates and Taxes ae 30 | Las a | 
U. N. Rao os) 400: 050. 4 
V. P. B. Pisharoti i det $22 400 | | 
H, F. Kapadia 0s 375 | 375 | | 
Bombay Hall = 375 cs 
G. Solomon cas 55 | on ghee 
5,723 5,728 | : 
ES | | 


: Exercise 5, 


- (This exercise is to be worked by the student as a test and 
the solution should be checked by the teacher to ascertain that 
the student has grasped the elementary principles of Book- 
keeping. If the student's answer is found unsatisfactory, he 
should be made to re-work exercises 1 to 4) 

Alfred Moore has a shop in which he sells Utility Furni- 
ture. He opened the business on January Ist 1946, by taking - 
the shop at a rent of £12 monthly, and by paying his capital 
(consisting of his savings amounting to £315) into a Bank 
Account. These were his transactions for-the month of 
January, 1946, which you are to enter into the book of prime 
entry ; you are to post these entries to suitable ledger accounts, 
and then extract a Trial Balance as at January 31st, 1946. 


1946. \ 
Jan: 1 Paid by cheque a month’s rent in advance, 
Drew for private purposes, by cheque, £10, and for 
Office cash £20. 7 | 
f , 2 Purchased on credit from Utility Constructions, Ltd., 
: twelve oak chairs at £3 each, four oak dining tables 
at £10 each, and six Sycamore Bedroom suites at 
£75 each ; these prices are in all cases subject to 25 


per cent trade discount. 
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1946, 


Jan.5 Sold for cash (which was paid into the Bank), one 
bedroom suit for £90. 


Paid wages of Shop assistant £5. 


, @ Sold on credit to Scott & Gow, Ltd., six oak chairs at 
© £4 each, and one dining table at £12, these prices 
being net. 


» 8 Purchased on credit from Patehiom & Co., ten sideboarcs 
{not utility, but reconstructed) at £23 each, net. 


» 9 Sold on credit to James Wilson, one sideboard at £32. 


» 12 Paid wage £5; also paid in cash the carrier’s account 
£3-10s. 


» 14 Sold for cash, in the shop (and retained the cash 


for purposes of the business), six oak chairs at 
£3-17s. 6d. each. | : 


» 19 Paid wages from cash £5. 


 ,, 21 Bought on credit from Patchem & Co., six settees at 
2 — £49 each net- 


= oe. Sold for cash (which was said into the Bank) one. 
| eee: £60. 


we 





: respect of quality, 





CHAPTER V. 
Subsidiary Books other than the Journal. 


Journalising helns the Book-keeper to find out which party 
to a given transaction is a debtor party and which party is @ 
creditor party. Asall the transactions are first journalised 
and subsequently posted in the ledger there is some duplication 
of work involving wastage of time, labour and stationgry- For 
this reason an alternative, improved practice of book-keeping 
has been evolved and is now followed by almost all business 
offices. “For every debit, there should be a credit’’, is the 
fundamental basis of this practice also. It is only the method 
that differs ; the rrincipal is just the same. 


Under this practice, instead of maintaining only one 
Journal, several journals are maintained. 
(1) The Cash Journal or the Cash Day Book is intended 
for all Cash Receipts and Cash payments. 


(2) The Purchases Journal or the Purchases Day Book is 
intended to record all credit purchases of goods dealt in by the 
business house. 

(3) The Sales Journal or the Sales Day Book is intended 
to record all credit sales of goods dealt in by the business house. 

(4) Returns inward Journal or Sales Returns Book for 
_ the goods that have been sold but are returned back for some 
reason. : 


7 (5) Returns Outwards Journal or Purchases Returns — 


Book for the goods that have been purchased but are sent back 
for some reason. 
3 (6) The Journal proper for such items which cannot go 
to the five books above mentioned. _ 
(7) Besides these six Journals, or the Subsidiary Books as 


they are termed, there are five more which are used when. 


necessary. They are:— 
1. Bills Receivable Book. 
. Bills Payable Book, 
Consignment Inwards Book. 
. Consignment Outwards Book. 2: 
Petty Cash Book. ae 


St wm Go 


Pavchaies Book :_-In business, goods are generally bodeht “ 


and sold on credit. Even when they are bought aud sold for 


z cash, there is a short interval between the delivery of the 
goods and the payment. An invoice giving the details in — 
quantity and prices of the goods is sent by. 





» seller ee separately or along: with the goods, to rez 
buyer almost . ohare or oe: befor The’ 
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and check up the goods with the invoice which has been 
already checked. If the goods are short, or damaged, or not 
of the right quality asordered, a written advice is immedi- 
ately sent to the seller to put matters right. If and when 
the goods are found in order, the invoice is sent up to the 
Accounts Department for being entered up in the Purchases 
Book. After the entry is made in the Purchases Book, the 
invoice is passed on to the Ledger Clerk who credits the 
acsount of the Seller with the invoice value. To adhere to 
the principle of Double Entry an account under the style 
‘Purchases Account” is also maintained in the Ledger. At 
the end of the month all the items in the Purchases Book 
aré totalled up and the total only is debited to the said 
“ Purchases Account’. Thus there will be only one debit for 
several credits that may be posted from time to time in a 
month and duplication of work, in writing up both the Pur- 
chases Book and the Purchase Account in details, is avoided. 

The Purchases Book (see page 32) has four columns just like 
the journal. The particulars column is used to record the 
details. The inner money column is used to record value of 
each item when there are more than one. 

Trade Discount: It is a practice in all Trades that an 
allowance of a certain per cent is allowed on the List Price by 
the seller to the buyer, if the latter belongs to the same trade. 
This allowance is known as the Trade Discount. The percen-- 
tage differs from trade to trade. The discount is always 
deducted in the invoice value. The net value only is entered 

. in the Book of Account. 

Illustration: Enter the following transactions in the 
Parchases Book of Gani and Co. Post and prepare a Tria] 
Balance. 

— «- 4941. 

Jan. 1 Received from Swiss Watch Co: 

= Three cozens Alarm Time-pieces @ Rs. 30 per Doz. 
Two dozens Time-pieces—Luminous dials, @ Rs. 35 

SS .. per Dozen. 

en > Received from West End Watch Co., Bombay : 

ee Half a dozen Ladies Wrist Watches, 

“eae - Nos. 503 @ Rs. 35 each. 

ee oo dozens Gents’ Wrist Watches, 

ee = No. 717 @ Rs. 17-8-0 each. 









“One ease Parker Duefold | Pens ‘“ Major” 
@ Rs. 10-8.0 each. 

ater each Purchase in the Purchases Book and credit — 

| Account i in the Ledger. 

d of the exercise, take the total of the money 

of the Purchases Book and debit the Furcha- 


ae the zadgor with the sum. 


-— 


* . - 
7 « 


§2 


SOLUTION ; 
Purchases Book of Gani & Co. 






























| ed 
Date. | Particulars. | pa Details. | Totals. 
| | page 
1941 ‘ Rs, A. P. Rs. A. P. 
Jan.1 | Swiss Watch Co. . 
3doz. Alarm Time-pieces at . 
Rs. 30 per doz eC 90 0 0 : 
2 doz. Time-pieces luminous i 
dials, at Rs, 35 per doz, ... 70 0 0 
‘eenenenne 160 0-0 
& | West End Watch Co. 
1/2 doz. Ladies’ Wrist Watches 
No. 503 at Rs. 35 each... 210 0 0 
2 doz, Gents’ Wrist Watches 
z No. 717 at Rs. 17/8 each ... 420 0 0 
me . 630 0 0 
7 | James Seymour & Co. a 
1 doz, Parker Duefold Major | é 
at Rs. 10/8 each ree 126 0 0 
= Purchases Account Debited | 916 0 0 
Dy: LEDGER OF GANI & CO. eo or. 

: | Purchases Account eee Fr 
Jan. 31 |To Sundry Parties |Rs. a. P. : hs TES Sieg apes 
| (As per Purchases | | Stee eee a 

book total)... 91¢. 0 05. 2b eee a 


ae | Bae Swiss Watch Co, : 
= a ee | Jan. ge Parchases 


“45 





aie 
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Trial Balance. 





Particulars. a | See eS 
Rs. | Rs 
Purchases Account ae ote 
Swiss Watch Co. ea | 160 
West End Watch Co. ee | 630 
e sames Seymour & Co. oe | 126 
et 
Total — es ) | 916 | 916 





a Sales Book:--Orders that are received by the Business 
House from regular customers are passed on to the order clerk. 
tie checks up the prices and ascertains that the goods ordered 
are in stock. The goods are taken out and set apart for pack- 
ing and the order is passed on to the invoice clerk for prepar- 
ing the Invoices. The invoices are prepared in duplicate. One 
is kept on the Office file; one is sent on to the purchaser. If 
the order has originated through a sales representative, a 
third copy of the invoice is sent to him. The invoiee that is 
despatched to the purchaser is first entered up in the Sales 
Book and goes on to the ledger-keeper who debits the account 
of the purchaser with the invoice value. Thereafter, the 
invoice is despatched to reach the purchaser simultaneously’ 
or little before the goods to enable the purchaser to take 
delivery of the goods from the Railway or the postal authori- 
ties without loss of time. Late delivery involves payment of 
demurrage. The Sales Book is totalled on the last day of the 
month and the total is carried to the credit of ‘‘Sales 
Account’ in the Ledger. The rulings of the Sales Book are 
similar to those of the Purchases Book. 


Illustration :—Enter the following transactions in the Sales 
- Book of P. Orr & Sons. Post and prepare a Trial Balance: 


Feb. D Sold to K.S.Shivji & Co., subject to 5% Rs. a. P 
Trade Discount: 
20 doz. Dessert Knives at Rs. 12 per dozen. 240 0 0 
An assortment of China and Glass goods. 180 8 0 
aff Sold to G. H. Gai: 
3 Toasters at Rs. 15 each ae 45 0 0. 
| Rolex Wrist Watch Rs. 125 125 0 0 
ib. Sold to Y. M.C. A., subject to special dis- 
2 _ Sount a 128%: 
| 450 0 0 


nt ter every sale in the Sales Book and debit 
unt in the ledger with the value. 


@ end of the exercise, total up the money 
Book and ut the. Bales Account in the 


ce. 
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SOLUTION : Sales Book of P. Orr & Sons. 





Date. Particulars. Folio. Details. | Total, 
Stohas ee eee eee pe i eae a eset 
Feb. 5 ...|K. S. Shivji & Co. | ere rhe oe 
20 doz. Dessert Knives at Rs. 120 | e 
per doz, ie | > OD . 
Assortment of China & Glass | 180 8 O © 
. | | #908 20 


Less 5 per cent Trade Discount 21 0 0 
























: | acon ecg te 
+ G. H. Gai. | | . 
3 Toasters at Rs. 15 each ca 45 0 90 
One Rolex Wrist Watch a Po. B26" 0 20 
Ff et a | 170° O20 
pee Gn nee | | 
' Golden Voice Radio Receiver ... 450 0 0 
| Less 12% per cent discount rel 56 4 0 
| | ———--—--—| 393 12 0 
Sales Account Credited 0.0 * 963 4 0 
| | 
° Dr. : Ledger of P. Orr & Sons. Cr. 
; Sales Account : 
| Rs. a. py Feb. 28/By Sundry parties{ Rs. a, Pp. 
(as per Sales : 
Book total) wae, 968 4.8 
oS K. S. Shivii & Co. 
; Feb. 5 / To Sales | 399 8 0 | a Re eee 
ke 2: 3 Am : 
Waa : f 


aes ~ 





e = = : is . 7 
Mee ae E 
Rep rel ee ms : 2 - | € 6 H. Gai ; 
a z ar ” 
oy Danas se : 
es a c rs as 
~ 
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Trial Balance 








Earproursra. pares bbe : Cr. 


= ——— a ay a NT 


She eB Rs. Ao P, 





Sales Aecount ; | 963 4 0 
K. 8. Shivji & Oo. 399° 8 0 
G. H. Gai han @0 
Y.M.C.A. | $93 1250) 
: "963 4 , 963 4 0 





Sales Returns Book or Returns Inwards 8ock..—When goods sold 
are returned back, they are received by the business house and 
the effect from point of view of accounting is just the same as 
purchasing goods. Goods so returned are to be entered up in 
the Returns Inwards Book and a credit note is to be prepared 
in favour of the customer who has returned the goods. The 


credit note is passed on to the Ledger Clerk who credits the 


relative account with the value and the note is thereafter 
despatched to the addressee. The Returns Inwards Book is. 
totalled at the end of the month and the tuotal is debited to 
“ Returns Inwards Account ’’ in the Ledger. 


Thea rulings for the Returns Inwards Book are the same 
as for the Purchases Book and the Sales Book. 


illustration, Enter the following transactions in the Returns 


- Inwards Book of P. Orr & Sons and extract a trial balance. 


Feb. 8. K.S. Shivji & Co. returned 3 dessert knives out of 
20 doz. supplied on the 5th Feb. as damaged. 
Price Rs. 12 per doz. less 5 per cent trade discount. 


, 12. G,H.Gai returned one toaster as unsatisfactory, sold 
on Feb. 11; Price Rs. 15. 


Hints.—(i) Enter the particulars and the value in the ‘ Sales 


~ Returns Book ’’ for the goods returned and credit the customer 


who has returned the goods. 


: (2) At the end of the exercise total up the ‘Sales 
ae Returns Book ” and debit the ‘Sales Returns Account ”’ in the 
ao a . 


an 
— 
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SOLUTION : 
Sales Returns or Returns Inwards Book of P. Orr & Sons. 
Date. — Particulars. | Ledger | Details. | Totals 
| Folio. | 
Sale ee Sale dh ee ERO ae PHS SRC ee. 
Feb. 8 ...| K. S. Shivji & Co. | ORs. Ave, ORs, Al'e, 
| 3 Dessert Knives cehurned as | 
| damaged oe | a Meo 
Less 5 per cent discount a | 02 6 
jeccke oes Gy 1, Gat jn ene = 2 ROG 
1 Toaster returned as unsatis- | 
factory a2 1 00 
Sales Returns Account | 
debited aa 17 33.6 














Dr. Ledger of P. Orr & Sons. Cr. 
Sales Returns Account. 
Rs, A. Pod ( Rs, A. P, 
Feb. 28|To Sundry parties | | 
as per Sales Re- | | 
: | turns book total...; 17 13 6" | | 
: K, S. Shivji & Co. 


Feb. 8.| By Sales Returne...; 213 6 


GH Gai, 





Feb? By Sales Returns ... | 15 0 tne : 
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Purchases Returns or Returns Outwards Book :—It has already 
been explained that when goods, that are bought, arrive the 
quality and the quantity have to be checked, with the order 
given. Castings of the amount column of the invoice as well 
as the working is also to be checked. If the goods are not as 
ordered or if they are found damaged, the seller of the goods 
is to be advised immediately. Goods not found according to 
order have to be returned. In case of damaged goods the seller 
is*advised either to accept the goods back or to allow a 
reduction in price. 


When Zoods are returned an advice will be prepared show- 
ing the goods that are returned with the relative invoice 
prices, and giving the reason why they are returned. Any 
Trade Discount received will also be allowed in working out 
the value of the goods returned. The advice will be sent to 
the Ledger Clerk who will enter it in the Purchases Returns 
Book and also debit the value to the account of the firm from 
whom goods had been purchased, on the same date. At the end 
of the month the Purchases Returns Book will be totalled up 
and the total will be carried to the credit of “ Purchases 
Keturns Account’ in the Ledger. The rulings of the Purchases 
Returns Book are the same as the Purchases and Sales Books. 


Illustration: From the following particulars.supplied by 
Messrs. Kewalram, write up their Purchases Returns Book. 
post the transaction to Ledger and extract a Trial Balance: 


1941 


Feb. 14 Returned to Lalimali Woollen Mills, Cawnpore, 2 
: bales of woollen shawls, damaged in transit and 
received an allowance therefor at the invoice 
: price of Rs. 250 per bale. 

_.,, 1? Returned to Mysore Silk Mills, Bangalore, the follow- 
ing goods “ Not equal to sample ’’: 3 pieces of fancy 

coloured silk velvet bought at Rs. 55 per piece. 
_,, 21 Returned to Mitsui Bussan Kaisha 4 pieces of grey 
eee silk, bought at Rs. 20 per piece less 10 per cent 
trade discount, and was allowed full net price 
therefor, the colour of the goods not being that 

sags ordered. 
its: (1) Enter the particulars and the value of the 
Vs turned in the Purchases Returns Book and debit 
nt of the person or firm to whom the goods 


ae 









1d of the exercise, take up the tutal of 
Purchases Returns Book and credit 
count in the Ledger with it, 


5 cave. ; 
ee “oh 
ietie See 
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Purchases Returns or Returns Outwards / 
Book of Kewalram 




















Date. | Particulars. | L.F. Details. | Totals. 
-| | ors. A. P. 
194) | | . | : 
Feb. 14 Lalimali Woollen Mills: | ¢ 
| 2 Bales of woollen shawls damaged 
in transit at Rs. 250 per bale a ua 500 0 0 
al | 
3 pieces of fancy coloured silk velvet ¢ 
_ not according to sample at Rs. 55 
| per piece sm a 


ans [6G 20 oa Se 





4 pieces grey silk colour not as 
| ordered at Rs, 20 per piece vee | 
| Less 10 per cent. Trade Discount ... 


Purchases Returns A/c credited 


| 

| 

| 

| 

! 

| 

21 \Mitsui Bussan Kaisha: | | 
| | 
| 

| 











Dr. : Ledger of Kewalram re 


© 


ee RE 
i a ee ee tee 


z —— a ea ae nn Nt eT A RR EER LAT SA NE A ER om 
a te A A OR te A Ae A tn ra eee 
’ 


Purchases Returns Account 
: | | ‘Feb, 28) By Sundry parties; Rs. 
| , | (as per Purchases . 
| | Returns total) _ 137 
| | 
Lalimali Woollen Mills 


. 5 oe 
“a » $ 
; i & 
. 2 a s - > 
; aN. ame , -* ie =" 
‘ 4 ? . y iA Ce 

i - ” f 4 

4 he a ve ”“ > 

; pity : ca ah eee oe 

: 3 f " De a 3G 
; : ’ = < Sah a < a 
~ : § t - ya c 
; D *s y - me 
° 5 + 
a res j< hoeeae 4, wie 
7 
‘ 7 aC 
: 
- » 
ea 7, 


Saale ee Mills 


Feb, 14 To Pucchases 
; returns: ae 





Rs, 500 _ ol 





tae s] 
*~) 
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Particulars. | Dr. Or. 
“2 eer odie eee i gta ae age  a | 
Purchases Returns Account pee Bites | RSs Oe 
Lalimali Woollen Mills vee D00 
Mysore Silk Mills es 165 | 
Mitsui Bussan Kaisha sy CROPS SA 
° | 137 737 


Exercise 6. 


Kapadia & Sons are Leathsr Goods Merchants. Kuter the 
following transactions in the prover books; post them to 
Ledger; extract a Trial Balance :— 

1945 : | 
Sep. 1. Received from Bata’s 
:  2doz. Children’s Shoes Rs. 36a doz. 
2 doz. Ladies’ Shoes » 96a doz. 
2 doz. Gent-s’ Shoes » 120 a doz. 
less 5% Trade Discount. 
Sent by Railway parcel to Chittoor Shos Mart 
| 6 Children’s Shoes at Rs. 54 per doz. 
» % Received from Cawnpore Shoe Factory 
3 Gross pairs Ladies’ Chappals at. Rs.2a pair... 
5 Gross pairs of Men's Chappals ‘at Rs. 2-8.0 
a pair. ; 
Sent to Krishna Shoe Mart, Salem: 
1 doz. Gent.’s Shoes at Rs. 180 a doz. 
1 Gross Men’s Chappals at Rs. 39 a doz. 

On examination of the consignment from Bata 
received on Ist September, 2 pairs Gent’s Shoes 
and 2 pairs of Ladies’ Shoes were found damaged 
and returned ~price at Rs. 120 and Rs. 96 per doz., 
respectively. 

» 3% Received from Chrome Leather Co. 
2 doz. Ladies’ Hand bags, Rs. 6-8-0 each. 
Despatched to Trivandrum Fancy Stores: 


1 doz. Ladies’ Hand bags at Rs. 100 a doz., less 


Trade discount of 6+ per cent. 
» ¢. Sold to Chittoor Shoe Mart: 
1 Gross Men’s Chappals at Rs. 39 a doz. 

—  —~—s« «Gross Ladies Chappals at Rs. 30 per doz, 
ss & Ladies’ Hand bags at Rs. 100 a doz. 

_» 8. Trivandrum Fancy Stores returned one Hand ba 

ee tie daciages : 

We returned the damaged Hand bag receiy 
Trivandrum Fancy Stores to Chrome ee 


as % “Wil ~~. 3S - 3 C5 ae 
‘ ke * a 










Litre * 


ES Ai ates 
Bc he We ie iy 


CHAPTER VI 
Subsidiary Books other than the Journal —(Cont). 


Departmental Purchases Bock aad Departmental! Sales Book :-.The 
functions of the Purchases Book and the Sales Book have been 
explained in the previous Chapter. 


Where the business of a firm is divided into several depart- 
ments, it would help the Management, if by some special 
arrangement of accounts, they can judge the relative magni- 
tude of the turn-over of each department and the profits derived 
from each. One aiternative is to treat each department asa 
separate business and maintain for it a separate set of Books of 
Accounts. Where the departments are not so many, it has 
been found convenient to open “Analytical Purchases and 
Sales Books’’, having acolumn for eachdepartment. A piece- 
goods firm may have three departments for cottons, wooliens 
and silks. P. Orr & Sons have separate departments for 
(z) Silverware and Jewellery, (5) Watches and Clocks, (c) 
Radiograms and Gramophones. Spencer & Co., Ltd. have 
separate departments for (a) Provisions and Stores, (b) Furnish- 


ing, (c) Aerated waters, (d) Cold Storage and (e) Bakery. 


Such instances can be multiplied. 


Instead of having as many Purchases Books as there are 
Departments, only one Purchases Book is adopted to serve ail. 


illustration :—Enter in a suitable Sales Book the following 
transactions of Brooke Bond, Ltd., a firm having separate 
department for Tea and Ceffee; post the transactions to Ledger 
and extract a Trial Balance : 


1947: 
Feb. 1. Supplied to Spencer & Co., Lid., 
12 Cases Tea. each case containing one gross 1 lb. 
Red Label tins at Rs. 24 a case; 6 Cases 
Coffee, each case containing one gross 1 lb. 
tins at Rs. 27 a case. © 
Supplied to Wilfred Pereira, Lid., 


3 cases Tea, each case containing one gross 
Yellow label, 1 Ib. tins at Rs. 30 a case, 


Sold to Madras Co-operative Stores : | 
(cases Tea, each case containing one gross Red > 
label 1 lb tins at Rs. 24 a case, and 3 cases 


Tea, each case containing one gross Yellow 
label 1 lb. tins at ie 30 @ DING, 21s secant 








4) 


Hints :—(1) Open Ledger Accounts of the firms to whom 
sales are made. 
(2) Enter each sale in the Sales Book and Debit 
the Ledger account of the firm to which goods are sent. 
(3) Take the totals of all the columns in the Sales 
Book and credit the Sales Account in the Ledger with these 
totals in the respective columns. 
SOLUTION : 
Analytical Sales Book of Brooke Bond, Ltd. 





Particulars. 


| 
_ 1947 | 
Feb. 1 | Spencer & Co., Ltd., | 
12 ** One Gross ’? Cases—Red Label! 

tea at Rs. 24 a case. 
6 * One Gross ” Cases—Cofiee at 
Rs. 27 a case : 





a a RE A 


i 
| 
| 


1 


Wilfred Pereira, Ltd., | 
3 ‘* One Gross “ Cases—Yellow | 


Label tea at Rs. 30 a case 90 





= 


3 ‘* One Gross ’’ Cases—Red Label 
Tea at Rs. 24 a case 
3 “ One Gross ” cases—Yellow 


Labe! tea at Rs. 30 a case 162 


{ 
| 
| 
| 
| 
| 
1 Madras Co-operative Stores, Ltd. 
| 
| 
702 | 540 | 162 


| 
| ee 
— Sales Account credited. _ 


= 


= Dr. Ledger of Brooke Bona Lid. Cr. 
a Spencer & Co., Ltd. 






Fas i) To Sales | Rs. 450 0 0 


Wilfred serene, Ltd. 
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Sales Aceount. 























| 

| | Date. Particulars. Total. Tea. (Coffee 
| Rs.| Rs. | Rs. 

| 

Feb. 1| By Sundry par- | € 

| ties as per Sales) | 

| ae 540 | 162 





Book. | 





Trial Balance. 








Dr. Cr. 
Spencer & Co., Ltd. | an 45 
Wilfred Pereira, Ltd. ee 90 
Madras Co-operative Stores es 162 
Sales Account ee | 102 
OU s cee 702 





Ilustration :—Enter in a suitable Purchases Book, the 
following transactions of “ Eastern Stores’, Children’s Outfit- 
ters, a firm having separate departments for Boots, Underwear 
and clothing ; post the transactions to pina and extract a 
Trial Balancé. 


1947 


Feb. 1 Bought from Bata 12 doz. pairs Boys’ Boots at Rs. 50 
a doz. less 124 per cent Trade Discount. 


1 Received from Mysore Hosieries, 12 doz. Woollen vests . 


at Rs. 30 a doz. net. 


| Bou ht from Mysore Silk Mills four frank pie . 
3 ae ” Re. 100 per piece, less 124 per cent Trade E Disc 


od Received from N ew India Hosiery Mills, 1 
“socks of assorted sizes, at Rs. 12 a de 
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Hints :—(1) Open ledger accounts of the firms from whom 


purchases are made. 


(2) Enter each purchase in the Purchases Book and 
credit the value to the Ledger Account of the firm from whom 


purchases are made. 


* (3) Take the totals of all the columns of the Pur- 
chases Book and debit the Purchases Account in the Ledger 
with these totals in the respective columns. 


SQLUTION. 



























Analytical Purchases Book of Eastern Stores. 





| Departments. 




























7 | 
| | 
Date. | _ Particulars. | Total 
: Under- | Cloth- - 
| | | | Boots. | wears.| ing. 
| | 
| Rs. Rs. | Rs. | Ra, 
1947 Bata | | 
Feb. 1 | 12 Doz. pairs Boys’ Boots at | | 
' Rs. 50 per doz. Rs. 600 | 
Loss 123 percent T.D.,, 75 | 525 525 | 
3 ok | ba 
1 Mysore Hosieries | | | 
12 Doz. Woollen Vests at | | | 
. Rs, 360 | $60 
ss s| Mysore Silk Mills” ener y 
ye _| 4F rock p’cs at Rs.100 Rs.400 Se 350 
ss | Less 124 percent T.D, 50 350 | 
. Rk tats Hoviacy Mills . ee 
y | 12 doz, pairs socks at Rs. 12 144 achat 144 
pairs Girl's Shoos.at ee 8 
ae ent T rae 420, 420 


o40 


| 504) 390 
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Dr. Ledger of Eastern Stores. Cr. 
_ RRS heat ETON ATE TFS ONAN DOLCE USS AEE HISAR TOL EA le PL Be DCPS ASAE EIS SLES TEAL RE SSO PCL IE TOE VETTE NARI E NE TELE OEIC 
Bata. 
| | 1947 ¢ 

Feb. 1. By Purchases.| Rs, 525 





| | | ‘By Purchases. 420 
Mysore Hosieries. | 

| if 1947: | | 

| | Feb. 1. |By Purchases.| Rs, 366 
Mysore Silk Mills. 


1947: | 
Feb. 1. | By Purchases. Rs. 350 
| | 





| 











New India Hosiery Mills. 
1947; | 
Feb. 1. By Purchases.| Rs. 144 


} 











Bawgalote Woollen Mills, 














| 1947: 
| Feb. 1.|By Purehases.|; Ra, 540 
| | | | 
| J 
Dr. Purchas count. Cr. 


es 












Particulars. : Amount. 


Feb.1| To Sundry Parties 
as per purchases | 

bouk soe (2339, 945) 504) 890 
| 











ae | 

| Ks. at 
Bata ie ds be 9 
Mysore Hosieries Big ip SS ie 360 
Mysore Silk Mills ee 390 
New India Hosiery Mills Oe 144 
Bangalore Woollen Mills es 540 
Purchases Account | 2,339 





oe Ly 
pe aes te 
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CHAPTER VII. 
Subsidiary Books other than the Journal—(Conid.) 
° THE CASH BOOK. 


« Cash Book is intended for recording all cash receipts and 
cash payments, and these include cash purchases and cash sales of 
goods. Credit purchases are entered up in the Purchases Book. 
Cash purchases are entered up in the Cash Book. They have to 
be’ brought together. Hence the need of opening a Purchases 
A/c in the Ledger. Similar is the need for a Sales Account to 
cover both cash and credit sales. Such a necessity is, however, 
absent in respect to cash transactions. Cash transactions are 
only cash. Once they are entered up in the cash book, there is 
no need to open a Ledger account once again. Cash Book is 

made to serve as @ Ledger A/c also and therefore the rulings of the 
cash book are on the line of a Ledger account. 


: Ii properly kept a Cash Book will enable the manage- 
ment :— 

i. to know what have been the firm’s cash receipts and 
payments for a given period; 


ii. by deducting the payments from the receipts, to find 
out the cash balance on hand at any time wee out actually 
counting Cash ; ores 


iii. to verify the correctness of cash in the eval box. 


Illustration :—-From the following particulars write ‘up the 
-Cash Book of Western India Match Company : and Peapnoe it as 
on July 15th :— | 


( 


1941: 
duly 





The Cashier had in hand oe 
Received from Kannappa N alokog: a oe <1 1500 
Received from Mohamed Sait _ ae 





Paid to Imperial Chemicals 







% Paid into Bank ae vse + 3,000 
-. 9 Received from Mohamed Sait by cheg 

(13 Paidwages irri, ee 775 
te —July 1. All receipts ¢ 

o bec credited, _ Ther 









| ee be no balanee in hand 
ver payments; in other 


edits. Si uch an Sncess is the 
env ; ee ac 







af | - . 


1 
2 
3 

eat -§ Paid to Office Equipment Co., for stationery. ae Hi 
9 ais 145 
3 


@ to be debited and all. 
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closing balance in hand with the cashier. The balance in 
hand for the closing period is the same as balance in hand for 
the opening period. Therefore the opening cash balance 
appears as the first entry on debit side in tne cash book. 


On July 6th, Office Equipment Co., have been paid Rs. 43. 
Ordinarily Cash paid is credited and person receiving is 
debited. For payment made to Imperial Chemicals on July 
oth Cash has been credited as “‘By [mperial Chemicals”. 
Payment made to Office Equipment Co., is for stationery. ‘{t 
igs acash purchase of Stationery. Therefore the Stationery 
Account is to be debited and not the account of the “ Office 
Equipment Co.” 


On 3th July a cheque is received from Mohamed Sait. All 
Cheques, Postal Orders and Money orders received and placed 
in the cash box are to be treated as cash, and cash is to be 
debited. 


Cash book is to be balanced as on 15th July. The total of 
receipts including the opening balance of Rs 500 comes to : 
Rs. 3,120 whereas the payments total] Rs. 2,783. Deducting the 
latter from the former we find that we close with a balance in 
hand of Rs. 337. This balance is placed on the payment side 
as the last item, as a result of which both sides are made 
equal. The total is placed on both the sides and is double 
lined. The status quo is immediately restored when the open- 
ing balance is again shown on the debit side on ldth July. 
For the credit given for the closing balance there is a debit 
under the same date for the opening balance, and the principle 
of double entry is observed. 


SOLUTION : es 
Cash Book of Western India Match Co. 











Dr. RECEIPTS. PAYMENTS, Cr. 











| Rs. | 1941 Rs. 
.| July 5) By Imperial : 
| Chemicals ...| 965 
6 By Stationery . 


“om 1| To | ning 

mv : open: 

ie ; balance... 500 
2| To Kannappan 


4 Naicker .../ 1,500 } account ... 43 
3, To Mohd. Sait...) 375 |. 7| By Bank woe| 1,000 
9; To Mohd. Sait...) 745 |. 13| By Wages a ee 

ae a ee | 15| By Closing | 
ee : Balance ..| 337 
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47. 
Double Column Cash Book. 


Relationship of Cash to Cash Discount 


The student has been previously told of the prevailing 
practice in every trade to allow a Trade Discount over prices 
printed in Price Lists or Catalogues. This Trade Discount is 
not allowed to persons or firms outside the trade. Trade 
Djscount that is allowed is shown at the foot of the invoice 
and is deducted from the invoice value to arrive at the net 
amount that is payable. Only the net amount is taken to 
account 


» It is also a trade practice to sell goods on credit. Goods 
sold for “ Prompt’’ payment are to be paid for within fifteen 
days. The terms for sale determine the period of credit that 
the Seller allows to the buyer and the period may extend 
from 30 days to 90 days. To ensure payment within the speci- 
fied time the seller generally offers a casb discount and it is 
stated on the invoice. “One percent, three days’’ means 
discount of one per cent will be allowed from the amount of the 
invoice if payment is made within three days of its date. ‘* One 

“per cant monthly prompt ’’ means that discount of one per cent 

will be allowed from the amount if it is paid within 3to 15 
days of the rendering. It generally happens that whenever a 
firm has sufficient funds, it prefers to make a payment earlier 
and earn the cash discount. Cash discount received are gains 
and cash discounts allowed are losses. 


Thus, generally speaking, cash payments and cash 
receipts are associated with “discount received’’ and 
“discount paid ’’ andit materially saves time and labour in 
recording cash transactions by incorporating one more colvmn 
‘for discount in the Cash Book, both on the Receipts and Pay- 

- ments side. However, a Discount Account has got to be opened 
_ in the ledger. The discount columns of the Cash book are 
totalled and the totals are entered up in the Discount Account 
in the ledger. The reason fnr opening Discount Account in 
3 _ the ledger is that discount entries when not connected with 
--eash may also be passed through the journal. The entries 
from the cash book and the Journal! have to be brought together. 


ae Shy nag the following ete! in a Double 









z. sf Y : \ 
® iafZ Se = 
: : ; 3. a 1&3 R 
3. 


a acts Provision Stores with ee 1.000 
ou: — pee a eadh Rs. 75 ; received 


pag ae ee 
ct ey OG: 
eee 15 
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1941 Rea. 
July 4 Bought for cash Huntley Palmer Biscuits ieee: | 
5 Paid rent 20 

% Sold Chivers Jams: received eash Rs. 79 allowed 
discount 8 

Bought Chivers Jams; paid cash Rs. 250 received 
discount Rei 25 
Opened a current account with Indian Bank . 300 


Hints :—Remember that the Cash Book also serves the 
purpose of Cash Account, All the entries on the debit side of 
the Cash Book will go on credit sides of the respective 
accounts. All the entries on the credit side of the Cash Book 
will go on debit sides of the respective accounts. On the 
closing date, the discount columns on both the sides are to be 
totalled. A discount account is opened in the ledger and itis 
debited with total of discount paid column and credited with 
total of discount received column. The cash received and paid 
columns are thereafter balanced 2.¢., the difference between the 
receipts and payments is placed on the payment side with the 
words “ By Balance Carried forward’’. The equal totals are 
placed on both the sides on the same level little under the 
discount column total. The closing balance on the payment 
side is then brought forward, under the opening date with the 
words *‘ To Balance Brought forward ’”’. 

































RECEIPTS: 
Double column Cash Book of Kapadia Provision Stores 
Receipts. | Payments 
Date. Particulars. Paid. ood Date. Particulars. ee Ra 
| 
1941 | Rs. | Rs. 11941 Rs. | Rs, 
July 1 | To Kapadia’s | July By Purchases 
Capital 1,000 | Ale. 5 25 
3 | To Sales A/c. 15 do, 125 
7 | To Sales A/c. 8. rh) 4 do. 135 
5 | By Rent | 25 
. | 7% | By Purchases 
e Ic. 25 250 
2 | By Indian Bank 300 


By Bal. e/f. 


To Bal. Bif. 
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Dr. Ledger of Kapadia Provision Stores Cr. 
Kapadia’s Capital Account. 
[ 
| | 1941 |Bycash Rs, 1,000 
i | July 1 | | 
4 i { ! } 
Purchases Account. 
OAL Rs, A. P. | a 
July. 1 | To cash 75 0 0 4+ 
To discount >’ 0 0 7 a : 
To cash oui  § 6 
July. 4) Tocash 135 0 0 
July. 7 | To cash 250 «0 0 
Ae To discount 29 0 OF ; 
Sales Account, 
Esa 3 1941 
Ps SE July. 3 | By oash Rs. 15 
one » @¢| By cash Ce re 
| By discount _,, 8 
Po ae aa Bia ee Rent Account. | 
‘o cash Rs. 25 0 0 | | | | 
Discount Account, 
edaed 7: 11941 5 7 
iJuly. 7 | By discount 
| received 
tide by as per .,.. 
8 0 OF; _ | CashBook) .* 
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Trial Balance. 











Particulars. | Dr. | Cr. 

| | 

| Rs. | Re. 
Kapadia’s Capital Account mH 1,000 
Purchases ; 615 | : 
Sales Sule its | 98 
Rent a 25. "| 
Discount allowed 8 ; tba 
Discount received nan, SERA 30 
Cash at Bank | 300 er 
Cash on hand | 180 





—— que 


Total 7 1,128 1,128 





Bank account and its place in three column Cash Book: A 
businessman gains several important advantages by opening a 
bank account. Ky handing over all the surplus cash to the 
Bank, he is relieved of the worry for its safe keeping. Because 
he makes payment by cheques, he need not keep change for 
large amounts except for petty expenses. Once the practice 
of receiving payments and making payments by cheque is well 
established, the risk of getting in possession of counterfeit 
notes and coins is largely tided over. The businessman finds 
that his banker is a good friend and can always be approached 
for financial accommodation and can also be cited as an accept- 
able referee to outside firms and manufacturers when fresh 
business relationship has to be established. 3 

From the viewpoint of an accountant a merchant’s cash 
comprises of (a) Cash on hand, (6) Cash at Bank, and (c) Petty 
cash. Regular payments are usually made either out of office 
cash or by cheque. In fact, as a precautionary measure against 
fraud many firms follow the practice that:— = 





1. - Receipts are issued for cash or cheques received on the 
date = seoaiys ew auch a ounts are banked straight sek 








5] 


Because of such close relation of cash on hand and cash at 
Bank it is considered an advantage to have both the accounts 
standing together in the Cash Book along with the discount 
column. The three column cash book squarely meets this need 
and it serves as a Ledger Account both for “cash” and “Bank”. 
When cash from the office is paid into Bank or money is drawn 
from Bank for office use, both sides of the cash book are affected: 


The student should carefully note the headings given to 
the three columns on each side of the Cash Book. When 
entries are completed and the columns are to be totalled up, 
columns for discount are to be totalled slightly higher on the 
same level. 


illustration :—Rule a Three Columns Cash Book of a mer- 
shant and record therein the following transactions; balance 
the Cash Book as on 31st January 1947. Also open Ledger 
accounts and extract Trial balance. 


1947. 
Jan. 1. Commenced business with Rs, 5,000 in‘cash. 


Paid into Bank RBs. 4,500. 
Bought fixtures and paid for same by cheque Rs. 350. 


15. Bought a stock of goods for Rs. 3,000 and paid for 
same Ks. 2,625 by cheque; discount received 
Rs. 375. 

20. Bought furniture and paid cash for same Rs. 120. 


22. Sold goods for Ks. 600: received cash Rs. 562-8-0; 
allowed discount Rs. 37 8-0. 


25, Paid into Bank Rs. 800. 
31. Drew cheque for wages and salaries Rs. 250, 
Paid salaries and wages Rs. 250. 


= Hints :—Jan. 1. It is 8 receipt to be entered in Cash 
= | : 


Se Jan, 2 It is a Se saigk for bank column; a payment for 
cash column ; | eens have to be made on both sides of the 
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Jan. 7. It is a payment by cheque. 


Jan. 15 A cheque for Rs. 2,625 is paid, fur goods of the 
value of Rs. 3,000 purchased. Rs. 375 is earned as discount and 
is to be posted under ‘“ discount received ’’ column. 


Jan. 20. It is a payment by cash. : 
Jan. 22. Rs. 562-8.0 is received in cash, for goods of the 
value of Rs. 600 sold. Difference of Rs. 37-3-0 is due to 


*“Discount paid’’ and is to be posted under ‘‘ Discount paid” . 
column. 


Jan. 25. It is a receipt for Bank column; a payment for 


cash column ; postings have to be made on both the sides of the 
Cash Book. 


Jan. 31. Rs. 250 is drawn from the Bank and received 
on the same day for paying salaries and wages. For this 
reason it is taken asa single transaction. Otherwise it will 
have to be shown as receipt for Cash column and payment for 
bank column, and again as payment by cash. 


Both the sides of the Cash book are thereafter balanced. 
Receipts are always higher than payments. The difference 
between cash receipts and payments is Rs. 142-8-0. The differ- 
ence between Bank receipts and payments is Rs. 2,175. These 
are placed under the cash and bank columns respectively on 
payment side. Thereafter the Discount columns are totalled | 
first. The Bank and cash columns are totalled one space 
lower. The closing balances are carried forward as opening 
balances. 3 | 
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Exercise 7. 
(This exercise is taken from Book Keeping by Fieldhouse). 


From the following transactions, compile Purchases, Sales 
and Cash Book. Post to Ledger and extract Trial Balance by 








differences. 
£ gd, Sm 
1940 ; 
Aug. i Cash in hand te. 1000 0 0 
2 Purchased from James Cecil :-— ‘ 
720 yards cotton at 1/1 . of OD 
672 yards Zanella at 1/2 aoe ee 
78 4 «0 
3 Sold to Ezra Jones :— 
80 yds. Zanella at 1/6 Ah: he a 
36 yds. Cotton at 1/6 occ ue La 30 
a ee 
4 Received from Alfred Scott :-— 
336 yds. Satin at 4/9 79 16 «0 
6 Sentto Edwin Fox, 48 yds. Zanella 
at 2/- 416 0 
8 Paid cash for goods 4615 90 
9 Bought of Jas. Cecil, 1, 000 ‘yds. 
Tapestry at 3/0. ee 150 0 0 
10 Received cash for goods sold... 31 1 0 
11 Paid wages in cash Fizik VD. 
12 Sent to Ezra Jones, 100 yds. Tapes: 
try at 4/- 20 0 O 
13 Paid James Cecil fis 78 4 0 
13. Received from Ezra Jones re 814 0 
13 Sold to Edwin Fox : 
20 yds. Tapestry at 3/6 ieee 
20 yds. Zanalla at 2/- 2 0 0 
~ 910 0 
14 Received from Edwin Fox a 416 0 
15 Bought for Cash goods nae of 5 «(60 
16 Paid Alfred Scott eee 79 16 0 
17 Paid James Cecil 7 150 0 0 
17 Goods sold for cash ee 43 1 0 
17 Bought of James Cecil :— 
1290 yds. shirting at 2/6 ». 161 5 Q 
138 yds. Cretonne at 10/6 ... 72 9 0 
233 14 0 
18 Ezra Jones paid me 20 0 0 
19 Parchaiglt from Alfred Scott ) 
384 yds. Diaper at 1/5 aft 4 0 
20 Sold Edwin Box edit yds. Tapestry } | 
: = Be a 2 3 10 0 
igs 





. 
um ie Oe 
- - % s 


is 


" =~ 

1 oe tien 

~ * ote 2 * 
se oe 
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Sr oe ae Ss. a. 
22 Cash Sales 33 45 11 6 
23 Paid Alfred Scott aS 27 4 «CO 
29 Paid Wages HS 9 1 0 
26 Handed James Cecil Cash oi 233 14 0 
2% Bought of Alfred Scott :— 
168 yds. Worsted at 7/ . 093 16 0 
* 84 yds. Satin at 10/ ga 42). 0540 
B 100 16 0 
28 Bought Goods for Cash Si 67 1 6 
29 Sold to Ezra Jones :— 
80 yds. cotton at 1/6 58 OD. Od 
0 20 yds. Worsted at 7/6 o> CEO eB 
wer ts 13:10 0 
29 Received Cash from Edwin fox... 9 0 O 
30 Sold goods for Cash rf o3 13 6 
30 Paid Kent ce 50 0 0 
- Paid sundry 
Trade Expenses O03 713 0 


Hints :—Take a journal sheet and treat it as Purchases 
Book; a second sheet as Sales Book. Take one Cash Book 
sheet and treat it as Cash Book. Give proper headings to the 
columns. 

Transactions are in £. sh. and d. Two shillingsis written 
as 2/. Three shillings and six pence are written as 3/6. 

Take Ledger sheets and open accounts as per order shown 
in the solution attached to this lession. Allow about 8 lines 
space for each account. 

Cash Account is not opened in the Ledger as Cash Book 
serves as Cash account. Now start the exercise. Take your- 
guidance from following directions. When in doubt refer to 
the solution given with this lesson. 

Aug. 1. Cash in hand implies, when no other liability is 
shown, that the cash is on account of capital brought 
in by the proprietor. Enter it on Receipt side of 
Cash Book and say “To Capital Account.” Go to the 
Ledger and credit Capital Account * By Cash”. 

*. Enter in the Purchases Book. Go to Ledger and 
credit Cecil’s Account “ By Purchases ’’. 

3. Enter in the Sales Book. Go to Ledger and debit 
Jones’ Account “To Sales”’. 

4. Enter in the Purchases Book, Go to the Ledger and 

’ credit Scot’s Account “ By Purchases,” | 

ook aa in the Sales Book and debit Fox’s Account “ To 

ales". | 
8. Enter on payment side of the Cash Book and debit 
_ _ Purchases Account in the Ledger “To Cash’’, 
9. Enter in the Purchases Book and credit James Cecil’s 
Account *’ By Purchases ”. 


10. 
11. 
12, 
13. 
14. 


14. 
15. 
16. 
17. 


18. 
19. 
20. 
21. 
22. 
23. 
24, 
26. 
27. 
28. 
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Enter on receipt side of Cash Book and credit Sales 
Account “ By Cash ”’, 

Enter on payment side of cash book “By wages” and 
debit wages Account “To Cash ”’, 

Enter in the Sales Book and debit Jones’ Account 
“To Sales ”’. 
Enter on payment side of Cash Book “By James 
Cecil’’. Debit Cecil’s Account “To Cash ’’. | 
Enter on receipt side of Cash Book “ To E. Jones”’ and 
credit Jones’ Account “ By Cash”. 

eet in the Sales Book and debit Fox's Account “To 

ales’’. 

Enter on receipts side of Cash’Book “To E. Fox” and 
credit Fox’s Account ‘ By Cash”’. 

Enter en payment side of Cash Book “ By Purchases ” 
and debit Purchases Account ° To Cash ”’. 

Enter in payment side of Cash book “ By A. Scott” 
and debit Scott’s Account “To Cash ”. 

Enter on payment side of Cash Book “By J. Cecil ”’ 
and debit Cecil’s Account “To Cash ”’. 

Enter on receipt side of the cash book “To Sales’ and 
credit Sales Account ‘“ By Cash ”’. 

Enter in the Purchases Book and credit James Cecil 
‘“ By Purchases ”’. 

Enter on receipt side of Cash Book “To E. Jones” 
and credit Jones’ Account ° By Cash”’. 

Enter in the Purchases Book and credit A. Scott ‘ By 
Purchases ”. 

Enter in the Sales Book and debit B. Fox’s Account 
“To Sales ’’. 

Enter in the Cash Book payment side “ By Purchases’. 
Debit Purchases Account in the Ledger © To Cash ". 

Enter on receipt side of Cash Book “To Sales”. 
Credit Sales Account ° By Cash”’ 

Enter on payment side of Cash Book “ By A. Scott’’. 
Debit Scott’s Account *‘To Cash”’. 

Enter on payment side of Cash Book “* By Wages ”. 
Debit Wages Account ‘‘ To Cash”. 

Enter on payment side of Cash Book “ By J. Cecil”. 
Debit Cecil’s Account “To Cash”. 

Enter in the Purchases Book and credit Scott's 
Account “ By Purchases ”. 7 

Enter on payment side of Cash Book “ By Purchases’ 
and debit Purchases Account “ To Cash”’. — 


9. Enter in the Sales Book and debit Ezra Jones’ Account 


‘To Sales” Enter on receipt side of cash Book “To 
E. Fox”. Credit Fox’s Account “By Cash”. — 


ete, 


x + ‘ aa ah, Ce re | i ; - 5 ee - : 
ee eee a es i ee a Se ae “tn a ee... a 
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30. Enter on receipt side of Cash Book “To Sales "and 
credit Sales Account ‘* By Cash ”. 

Enter on payment side of Cash Book “ By Rent”. Ey 
Trade Expenses”, and debit Rent Account and Trade 
Expenses Account To Cash ”. 

Total up the Sales Book and credit the total to Sales 
Account “ By Sundries as per Sales Book Total. ” 

Total up the Purchases Book and debit the total to 
Purchases Account * To sundries as per Purchases 
Book total ”. Balance the Cash Book. 

* Extract the Trial Balance by method of differences. Find 
out the difference between the two sides of each account by 
working on a separate working sheet, and place only the differ- 
ence inthe Trial Balance against each account. Adding and 
substracting should not to be done on the Ledger sheet. Compare the 
correctness of your work with the solution given. 


SOLUTION, Sales Book. 













| Date. Particulars. : Details. 
i es 





ee ATER 











_ 


| 
) | ae 
iAug. 3| Ezra Jones: | | 
ee | | 





y 


80 yards Zanella at 1/6 
36 yards Cotton at 1/6 











6 | Edwin Fox: 
43 yards Zanella at 2/- 


ct TS 





_ 12 | Ezra Jones: 
; 100 yards Tapestry at 4/- 


me rt et | 





13 | Edwin Fox: 
20 yards Tapestry at 3/6 a 
| 20 yards Zanella at 2/- : 


ee 





20; Edwin Fox: 
20 yards Tapestry at 3/6 











Ezra Jones: 
80 yards Cotton at 1/6 | «8 0 
20 yards Worsted at 7/6 TOE © 
weReat — ——|—|—-| 1310} 0 


| Sales Account Credited ... 


“ SEARS eS 

° 3 29° 

<= 2 
eS. 








“a 
pe 

; 

* 
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Purchases Book. 























Date. Particulars. Details. | Totals. 
: Bo. eel adi £ 5; owt, 
ug. 2 | James Cecil: | : | 
720 Yards, Cotton at 1/1 a 39° 0; 0 | e 
672 Yards, Zanella at 1/2 it 39 4| 0 


oR 
ie ¢) 
ie 
2 





eee ete ae 


4 | Alfred Scott ; 
) 336 Yards, Satin at 4/9 Ve 791 16 | 0 


1000 Yards Tapestry at 3/. sam 


150; 0) 0 


9-| James Cecil : | 





17 | James Cecil: 
1290 Yards Shirting at 2/6 
138 Yards Cretonne at 10/6 














19 | Alfred Scott: 
384 Yards Diaper at 1/5 


27 | Alfred Scott: 
168 Yards Worsted at 7/- 
84 Yards Satin at 10/- 


I 
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Capital Account. 

















| 
| | £36. 
| Aug. 1| By Cash 1,000 0 0 
| 
| | 
a 
a Purchases Aceount. ‘ 
: ae eae 
4, 8. a. 
Aug. 8! To cash - 4615 0 
15 | To cash 5y . 
20 | To cash 65 15 0 : 
28} Tocash | 67 1 6 
30 | ToSundreies as 
| per Purchases 
| Book total 669 |4 0 
% =e Sales Account. 
j : - is a ; | £ Se a. 
= 356 Aug. 10) By cash | 31 1 0 
By cash 43 1 0 
; | 22 By cash 45 11 6 
oes pases 30 | By cash | 5313 6 
By Sundries as 
per Sale Book 
total 56 0 0 


Wages Account. 





| Rent Account. 


6) 


James Cecil Account. 





LRT pega een ENT EN A SE 


| 








s. @. | £ s.d. 
Aug. 13 | To cash | 98° 4° 0 ane 2| By purchases 78 4 «0 
17 | To cash | 150 0 OF} a S 150 0 0 
| To cash | 23314 OF 17 A 233 14 0 

Seog “pi Aa ees | 

° Alfred Scott. 

| if | |; | ie Op 
Aug. 16 To cash i is 8 Aug. 4/By purchases o£ s.4. 
2 . To cash o} 19| By purchases | 79 16 0 
| | 27| By purchases _ 27 4 0 
| | | 10016 0 


Ezra Jones. 














1 | | 
: eae Sere? | | Y re. e 
Aug. 3) To sales | 814 0; Aug. 13! By cash aa 8 14 0 
12) To sales | 20.0 0] — 18| By oash 20 0: 0 
29 To sales | 13810 0 | | 


Edwin Fox. 

















| : 
£ 9. do £ sd 
Aug. 6, To sales 4 is 0 || Aug. 14; By cash 416 0 
13 To sales 510 0 29| By cash | 9 0 0 
20 | To sales 310 0 | 
; | Trial Balance Exercise No, 7. 
| Ledger Accounts, | Debit, | Credit. 
£ sd, | £ sad. 
sk 332 7 6 — 
= ssh 1,000 0 Oo 
906 10 6 oe 
Es 229 7 0 
20 2 0 ‘ve 
50 0 0 wns 
Trade Expenses ia 713 0 oe 
James Cecil Se Aa rat 
Alfred Scott : 70 = 100 16 0 


5 a sd al <e? gees aes 13 10 0 ie 
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CHAPTER VIII 


Opening a new set of books for a continuing business. 


Account Books are generally closed at the end of each 
year. The date from which the year begins mey differ from 
business to business. 


On the closing date, the accountant will take up the work 
of determining :—- 


6 


(z) the gross profit for the closing period; 
(b) the net profit for the closing period; 


(c) the Assets and Liabilities of the business on the 
closing: date. - 


All the Nominal Accounts are closed down by transfer of 
their balances to Trading and Profit and Loss Accounts. The 
Personal Accounts and the Real Accounts are condensed and 
the resulting balances that are carried forward provide the 
data for opening the Ledger Accounts for the new year. 

A not dissimilar situation is created for the Book-keeper, 
when, on taking up duties, he finds that his employer did not 
know account-keeping and the Book-keeper has to tan the 
books of accounts on the double entry system. 


how let us take it for illustration, that on 3lst December 


1946 H.- espe. closed his epeiunis taba on that date :— - 
ns. i. 
He had: Cashonhand ... 525 8 0 
cash at Bank —i... = 6,789 12 0 


_ Stock of goods “ae 627 0 ie 
‘He had to collect from ae 


= 5 
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The Book-keeper is told to start the proper Books of 
Accounts on the above data. 


The student now knows that if a trial balance of all the 
Ledger Accounts is extracted, the total of the debit balances 
must agvee with the total of the credit balances. On that 
principle, the Book-keeper will proceed to arrange the above 
balances into two groups :— 





Debits. | Credits. 
| Rs. ane Rs. A. P 





ES Te gE SEE 


} 
Cash on Hand | 
Cash at Bank | 
Stock of Goods 
J. Jawahirlal ar, | 
M, Mohandas = | 875 12 
| 


qr 
for) 
rae) 
aj 
© 
e909 HO © & 


R. Rajagopal 





©, Chandraprakash * 2563 4 0 

S. Sury anarayan | $962 8 0 

G. Giri | 975 3 0 
| 











The Book-keeper will observe:---(a) that the total of the 
debits will be much higher than the total of the credits and (0) 
that the Proprietor’s Capital has not been shown which, if 

included, should go to equalise the two groups. He casts the 
total of the debits as Rs. 15,661-0-6 and the total of the credits 
as Rs. 7,100-15-0. He finds the difference between the two as 
Rs. 8,560-1-6 and places it under the credit column thus balanc. 
ing both the columns. 


The principle involved is simple :—Where all assets and liabili- 
ties of a business firm are given the two groups should balance. Where 
assets and liabilities are given but capital is not given the two groups 
will noi balance and generally speaking the assets will be higher than 
the liabilities. Thereupon the total of liabilities will be deducted from 
the total of the assets and the resulting figure will be taken as Proprie- 
- tor's capital. 


The Book- keeper will have to journalise the balances, 

_ before posting them to Ledger Accounts. The rules for journ- 

alising which the student has acquired are not applicable in 

this context. The balances are the results of a pertod of trading 

that closed, and except as members of two equal groups, no 
has any direct relationship with any other. 






= Sih and draw out a Trial” 


64 


Therefore the balances will have to be journalised as two 
groups :— 


Journal of H. Hiralal. 

















Date. | | | Dr. Cr. 
Set BRE Bee dL _Rs, A P.| Ps. ALP. 
| 
Jan. 1 | Cash A/o Dr. | "a 3-8 | é, 
Bank A/o » | 6,789 12 0 
Stock A/e = 5,627 0 0| 
J. Jawabirlal on 579 10 6 
M. Mohandas - 875 12 9 
R. Rajagopal on tee i ee 
| To C. Chandraprakash | | 2.563 4 0 
To S. Suryanarayan | 3,962 8 0 
To G. Giri | | 575 3 0 
To H. Hiralal’s Capital | 8,560 1 6 
en ae Total aio 6 661 0 7 15,661 0 6 





© > Pgenae to As to Accounts:—Cash and Bank balances will be 
entered on the Receipts side of the Cash Book as “To opening 
Balance ’’ or ‘‘ To Balance Brought Forward.” 

Other accounts will be grouped as (1) Proprietor’s accounts 
and (2) Persanal Accounts and will be opened in the Ledger of 
H. Hiralal. Debit Balances will be posted as “To Opening 
Balance’”’ or “ To balance B. F.”’ Credit balances will be posted 

s ‘“ By opening balance " or “ By balance B. F.” 


Exercise 8. 
(N. U. T. Examination Paper.) 
On Ist August 1946, Henry Hunter hadcash in office £65 5. 
at Bank £550; goods on hand £720. 


Debtors: A. Airy £128-10-0. B. Bain ote C. Cann 
£175-3-4 D. Drake £80-16-8. 


Creditors: F. Frank £160-17-6; G. Green £230-0-0, 


5 Find and credit H. Hunter’s Capital account. Entel 
transactions given below in RY a books ; + ost t: 












2. eS ae are = | SO oen 
day. ee 
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1946 £ s.d. 
Aug. 4 Discount earned sae 6 7 6 
5 Sales to A. Airy wate oe 
6 F. Frank sold us goods nr tal <r a 
Charge C. Cann interest on his 
e account Fe 116 8 
7 Posted cheque to G. Green “cin tet oR S 
4 Discount received us Bukit. 6 
8 Received cheque from A. Airy a2 86 3 4 
9 B. Bain has compounded with his 
creditors : 
9 Received cheque in full discharge. 216 6 9 
Wrote off balance of his account 
as bad debt. 
11 FF. Frank sold us goods Ey 74 16 6 
12 Received cheque from C, Cann ne beeen D 
13. Purchases from G. Green on HLS DS 
14 C. Cann ordered goods cue Poe. 6 
15 Received D. Drake’s cheque aa 78 6 4 
Discount in addition = 210 4 
16 Paid wages from office cash és 710 O 
18 Postages and Telegrams pice 110 6 
19 Bought goods of G. Green se HI: 6.8 
20 H. Hunter drew cheque for self ae 25 0 0 
23} Received C. Cann’s cheque pe abe 10. G 
Discount in addition a 315 0 
22 Received cheque from J. Jones for 
balance of his account written off 
last year i 35 0 0 
23 Paid G. Green chegue we 181 10-0 
Discount in addition ae 314 3 
26 Sales to P. Perkins aa eee ee 6 
27 Sales to C. Cann it. SO ew 
28 Purchases from D. Drake uo RISES 
29 Paid salaries by cheque Bee 30 0 0 
29 Paid wages from office cash Pe 710 0 
_ 30 Interest on capital due + 610 0 


Hints :—You will need four pages ruled as Journal. Use 
ae inner sides facing each other as Cash Book; use the front 
: i as Journal; use the upper half of the back page as 
es hases Book and the lower ora as the Sales Book Give 


hs 
° = 








“You will need four pages ruled as Ledger. Give the 
wa jing : Ledger of Henry Hunter. Go over the Exercise and 
note down ona rough paper the names of the Accounts you 
1a ve to ope Thereafter classify the accounts into two 


gee eer 
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groups :—Proprietor’s Accounts and Personal Accounts. Check 
up your work with the following. 


Proprietor’s Accaunts. Personal Accounts. 
1. Henry Hunter's Capital Account 1. A. Airy 
2. Henry Hunter’s Drawing Account 2. B. Bain 
3. Stock Account 3. C.Cann 
4. Purchases Account 4. D. Drake | 
5. Sales Account 5, F. Frank 
6. Discount Account 6. G. Green 
7 Rent Account 7. P. Perkins 
8. Wages Account 
9. Interest Account 


10. Bad Debts Account 

11. Bad debts Recovered Account 

12. Postages and Telegrams Account 
13, Salaries Account 


Open all the above accounts in the Ledger allowing a 
space of eight lines to each. 


In this exercise we are dealing with a running business. 
The assets and liabilities of the business as on lst August 1946 
are given but the Proprietor’s Capital is not given. You are 
required to find and credit Henry Hunter’s Capital Account. 
Make up a list of the assets and the liabilities and take their 
respective totals. Assets total £1,964-17-6; Liabilities total 
£390-17-6. The difference between the two is £1,574-0-0 and it 
is to be credited to Henry Hunter’s Capital Account. 


Now journalise the opening balances as under :— 


Dr. Cr. 

1946 Read ae 6 Ag, 
Aug. 1. Cash soe De eat =O 
Bank Sp Dt 007 Vad 
Stock of gonds ee) Mea hy ree eee 
A. Airy oi ce dee 
B. Bain hee AJ Pun eee ee 
C. Cann eee, coud 
D, Drake Pipes 35 F 80 16 8 

To F. Frank 160 17 6 

To G. Green 230 0 0 

To Henry Hunter's 
Capital 1,574 0 0 


SSE | eat ae 


196417 6 196417 6 
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Post these journal entries. Cash and Bank balances will 
be posted in the Cash Book in the respective columns, but on 
the same line :— 


Cash Bank 

Aug. | To Bal. B.F. £65 £550 
Stock value will be entered in the Stock Account as “ To 
Balance Brought Forward’’. Personal Accounts of A. Airy, 


B® Bain, C. Cann and LD). Drake will also be similarly posted as 
"To Balance Brought Forward’. Credit balances of F. Frank, 
G. Green and H. Hunter’s Capital will be posted on the credit 
side of the respective accounts and shown as °‘ By Balance 
Brought Forward.” 


Aug. 1. Pass through Cash Book receipt side ; enter £124-7-6 
in Bank column, enter £4-2-6 in discount column 
in the same line; write “ToA. Airy”. Inthe 
Ledger Account of Mr, A. Airy post “ By Bank 
£124-7-6. By Discount £4-2-6. 


2. Cheque is sent to Landlord for rent, It is a pays 
ment. Enter in the Uash Book, Bank column 
“ By Rent’’. Debit Rent Account in the Ledger 
To Bank £21-4-6"’. 


3- Wages are paidincash. Enter on the payment side 

of Cash Book in cash column “By Wages” 
_ Debit wages Account in the Ledger “ To Cash”. 

4. It is a payment to F, Frank. Enter in Cash Book 
payment side Bank Column £154-10-0. Enter 
£6-7-6 in the discount column same line and say 
“ By F. Frank” Debit F, Frank’s Account in the 
ee “To ‘Bank £ egrets To Discount 
£6-7-6”’. 


5. Enterin the Sales Book, Debit A. Airy’s Account 
To Sales”’ 


6. Enter in the Purchases Book, Credit F. Frank’s 
Account “By Purchases’’. For interest to be 
charged to C. Cann pass a Journal entry. 


C. Cann | Dr, £1-16.-8. 
To Interest £1-16-8. 


Debit C. Cann’s Account and credit Interest 
Account in the Ledger. 


 %. Itisa payment toG. Green. Enter £224-2-6 in Cash 
 +=Book—Bank Column—payment side, and £5-17-6 





a- 
B 2 iy “13 
oo gt 


11. 


12. 


13. 


14, 
15. 


16. 


18. 


19. 


20. 


al, 
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in Discount column and say. ‘By G. Green". Debit 
G. Green’s Account “To Bank " £224-2-6, “To 
Discount’? £5-17-6. 


It is a cash receipt. Enter £86-3-4 in Bank column 
—receipt side of Cash Book and say © To A: Airy ”’ 
Credit A. Airy’s Account in the ledger “ By Bank”. 


It is a cash receipt £216-6-9. Enter it in Bank 
column receipt side of Cash Book and say ‘‘ro 
B. Bain’. Credit B. Bain’s Account ‘“‘ By Bank”. 


The Balance of £24-0-9 is not recoverable as B. Bain 
has compounded. It will be entered in the 
Journal. 


Bad Debts Account Dr. £24-0.9 


To B. Bain £24-0-9 
Debit Bad Debts Account and credit B. Bain’s 
Account. 


Enter in the Purchases Book and credit F. Frank's 
Account “By Purchases °. 


It is a Cash receipt. Enter i in the Cash Book receipt 
side Bank column ‘* To C.Cann”’. Credit C. Cann’s 
‘Account in the Ledger. 


Enter in the Purchases Book and credit G. Green's 
Account. 


Enter in the Sales Book and debit ©. Cann’s Account. 


Enter £78-6-4 in the Cash Book receipt side. 
Bank column and say “To }). Drake’. Credit 
D. Drake’s Account * By Bank £78-6.4 “‘ By Dis- 
count” £2-10-4. 


Enter in the Cash column payment side of Cash Book 
“By Wages’ Debit Wages Account “To Cash”. 


Enter in the cash column payment side of Cash Book 
‘By Postages’’. Debit Postages Account ‘To 
Cash”. 


Enter in the Purchases Book and credit G. Green's 
Account “ By Purchases ”’ P 


Enter on the payment sae of Cash Book, Bank 
column, “By H. Hunters’s Drawing Account” 
The “ Drawing Account in the Ledger is to be 
debited. 


Enter £131-10-6 on the receipt side of Gach "Book in 
the Bank Column ; £3-15-0in Discount column and ' 
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say ‘“To OC, Cann”. Credit C. Cann’s Account 
“By Bank” £131-10-6. 
“By Discount’? £ 3-15-0. 


22. Credit is not to be given to J. Jones because he was 

given credit when this amount was wiped out 

» previously. Enter £35-0-0 .n the Bank column 

receipt side of the Cash Book and say ° To Bad 

4 Debts Recovered Account’’ and credit this account 
in the Ledger. 


23. Enter £181-10-0 in Bank column payment side of the 
Cash Book and £3-14-3 in Discount column and say 
“By G. Green”, Debit G. Green’s Account To 
Bank £181-10-0; To Discount £3-14-3. 


26. Enter in the Sales Book and debit P. Perkin’'s 
Account “To Sales’”’. 


27. Enter in the Sales Book and debit C. Cann’s Account 
“To Sales”. 


28. Enterin the Purchases Book and credit D. Drake’s 
Account “ By Purchases”. 


29. Enter in the Bank column payment side of Cash Bock 
ea: and debit Salaries Account ‘‘ To 
Bank”. 


Enier in the Cash column payment side of Cash Book 
Pease Wages * and debit Wages Account “To 
ash ”’, 


30. it shows interest due on Capital but not paid. If the 
proprietor had lent this money on interest, he 
would have earned interest. So it is considered 
fair that the business should pay interest on 
capital invested by the Proprietor. 


Journalise : 
Interest Account Dr. £6-10-0 
To H. Hunter’s Capital Account £6-10.0 


-~—s« ake the total of the Purchases Book and debit it to 
_-~—~—~—séPurchases Account and say “To Sundries as per 
-Parchases Book Total ”’. 


Ee at ‘Take the total of the Sales Book and credit it to the 
pb VARS, > Sales Accouut and say " By Sundries as per Sales 









z a 


Ce ON ne Ee 
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Take the total of the “ Discount Paid” column in 
the Cash Book and debit it to Discount Account in 


the Ledger. Say “To Sundries as per Cash Book 
Total ”’. 


Take the total of the ‘ Discount Received” column 
in the Cash Bnok and credit it to Discount. Account 
in the Ledger. Say ‘‘ By Sundries as per Cash 
Book Total’. a 


Balance the Cash Book. 


Extract Trial Balance by method of difference; 
Compare it with the Trial Balance given. 


Trial Balance of Exercise No. 8. 














| Dr. Cr. 
| 

| : ES. ty ie eae 8 
H. Hunter's Capital Account si oe 1,580 10 0 
H. Hunter’s Drawing Account a 25 069 cane 
Stock Account cin) hee ae 0 ar 
Purchases Account ido OS6-16-A1 Ee 
Sales Account | at Ks 838 13 0 
Rent Account oe 21: 4--% oa 
Wages Account Ril eee ee Bye: ia 
Interest Account | 5 248 413 4 ae 
Bad Debts Account of 24 0 9 re 
Discount Account Ae a ae ee 
Postage and Telegrams sli pains titae : eee me 
Bad Debts Recovered 22 Hii . 350 0 0 
Salaries Account age 30 0 0 cos 
A. Airy , ai 86,9 Alster 
B. Bain ; one 400 ee Soa ars 
C. Cann ; . =. eee f + 259 8 Bis Ss ; tte. 
Dy Drake <cimiud initis agen era a 
_ ¥, Frank ‘Seas ok Sh > |e Te 


& Green 
Perkins 
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Exercise No. 9. 


Menry Mitchell and William Pollard started business in 
equal partnership on ist July 1946, with the following 
balances :— 


£ 


5 
Cash in hand Seek: -Q 
Cash at Bank ~_.... 1,204 3 
Freehold premises. 600 0 
Furniture and 

fittings ... 100 0 
Steck of goods ... 900 0 
Charles Cook owed 
them ... 164 9 0 

3 


£ S, d. 


They owed : | 
Henry Haigh... 708 3 5 


Walter White ... 250 12 3 


H. Mitchell’s 

Capital ... 1,300 0 0 
David Dawson W. Pollard Capital.1,300 0 0 
owedthem .., 9549 


Kelletee. | sie —————————— 


3.558 15 8]. 3,008 15 8 
Enter the following transactions in proper subsidiary 
books, post, and extract trial balance. 















31s a 
1946 . 
July 3 Bought from H. Haigh goods Seto hs eee eae 
4 Sold to Charles Cook goods is ee. 0. Oo 
7 Bought filing cabinet for cheque = 20 0 0 
9 Paid Henry Haigh cheque £475, 
discount a 20> 0 0 
10 Paid out of office cash for stationery ... 5 3 6 
11 Received from David Dawson cheque 
=e and paid same direct to Bank £190; 
3 discount 10 0 0 
11 W. Pollard withdrew for private use 
3 by cheque Ce 10 0 QO 
ll Paid wages by cash 26 0 0 
18 Returned to Henry Haigh goods being 
ee of inferior quality 8 8 O 
15 Sold to David Dawson goods sige E85. 10 =0 
16 Drew from Bank cash for office oe 20 0 0 
-:18»~=~Paid for advertising, cash 15 lo 0 
2 Pee: £ David Dawson retd. goods, not as per 
ytRe E sample — ie 7. 08 
“Bought of Walter White goods _.... 48 0 0 
12 Sold to Charles Cook goods eins 49-8 0 
Tew from Bank cash for office .. 20 0 0 


ved Charles Cook cheque 
anc ‘paid direct to Bank £156-4-6 ; 
se me vee 8 4 6 
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1946 © dlls: Me 
July 25 Paid wages by cash 26 0 O 
20 Retd. to White goods being of infeyiok 
guality ‘vn 116 0O 
20 W. Pollard withdrew for private use @ 
by cheque ve 1O# 22.50 
27 Paid Walter White cheque £238: 
Discount a L212 
28 Received from David Dawson and 
paid direct into Bank ja ROW S=0 Bere 
29 Charless Cook returned _ goods, 
inferior quality ae 1. Oy @ 
dl Paid carriage by cheque 16 8 3 
Paid sundry expenses by cash me 3 6 8 
Depreciation of Freehold premises ... 210 0 
Depreciation of Furniture Fittings ... 1 0 0 


Hints :—You will need five pages ruled as Journal. Usethe 
front page as Journal; two inner sides facing each other as 
the Cash Book; the upper half of the back page as Purchases 
Book and the lower half of it as the Sales Book; upper half of 
the fifth page as "Purchases Returns Book’’ and the lower 
half of it as “Sales Returns Book’. Give proper headings. 


You will need four pages ruled as Ledger. Give the 
heading: “Ledger of Henry Mitchell and W. Pollard ”’. 
Find out from the exercise and jot down on a rough paper the 
names of the accounts you will haveto open. Classify the 
accounts into two groups and check up your work with the list 
given in the Trial Balance on page 76. Thereafter open these 
accounts in the Ledger allowing a space of eight lines to each. 


Cash Account and Bank Account are not to be opened in the | 


Ledger as the Cash Book does the function. | 

Once again we are dealing with a running business. The 
firm of Mitchell and Powell had their account books balanced 
on 30th June 1946, as a result of which some accounts were 
opened as of Ist July 1946, with debit balances and some were 
opened with credit balances. The balances of these accounts 
are shown in the Exercise as the opening balances. You 


you will have to open these accounts in your ledger and ~ 
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before you do this you will have to pass the opening entries in 
the Journal as under :— 


1946 £  osed. Beds 
July 1 Cash Spm -41.-0° 0 
Bank fo ie ret: 3 6 
Freehold Premises 3600. 0 bt 
Furniture and Fixtures. ,, 100 0 0 
° Stock Account pe. BoD oO: 0 
Charles Cook suena eG 29. 20) 
David Dawson ee on Se Oa ee 

To Henry Haigh as 70Bt oD 

° ,». Walter White SS ae 

.. H. Mitchell's Capital 4, T,a00:. 05-0 

, W. Pollard’s 000: 0 0 


OS™ LTE LG bo Se + 


$558 15 8§ 3558 15 3 














July 1 (a) Go the Cash Book Receipt side and enter Cash and 
Bank balances as ‘To balance b/f’’ in respective 
columns in one line. 


(b) Go to the Ledger and enter the debit balances in 
Freehold Premises Account: Furniture and Fix- 
tures Account, Charles Cook’s Account, David 
Dawson’s Account, as ‘To Balance B’F.” on debit 
side. 

(c) Go to the accounts of Henry Haigh, Walter White, 
H Mitchell's Capltal and W. Pollard’s Capital and 
enter the credit balances as ° By balance B.F.”’ on 

ae credit side. — 
July 3. Enter in Purchases Book and credit H. Haigh in the 
| Ledger © By Purchases”. 

4, Enter in Sales Book and debit Charles Cookin the 

Ledger “ To Sales”. 

7. Enter on payment side Cash Book Bank column ‘“ By 
Furniture and Fixture”. Debit Furniture Account 
in the Ledger “To Bank ’’. 


9. Enter on payment side Cash Book discount item in 
sss the discount column; cheque under Bank column 
es REE Fah : “To Henry Haigh.” 
_ —~—C«Go' the Ledger Account of Henry Haigh and 
Bi FoweelC .oLdebit if, 
eis eye 2 <f0.Bank £475 

_ Fo Discount £ 25 
: m payment side Cash Book—cash column By 

ionery. Debit Stationery Account in the 


, ’ 
* 


Tae 
on eo 4g a 
sr“ To Cas 
Se fa we 
+h pa 0. ae ‘~* a 
Ra fees < ‘ 4 
> ¢ . 












pare 11. 


13. 


15. 


16. 


18. 


20. 
21. 


22. 
23. 


24, 


25. 


27. 


28. 
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Hnter on Receipt side Cash Book; discount in Dis- 
count column, cheque in Bank column “ To David 
Dawson’’. Credit account of David Dawson ‘‘ By 
Bank £190; By discount £10. 

Enter on payment side, Cash Book, cheque column 
“By W. Pollard’s Drawing Account’’. Debit the 
Drawing Account in the Ledger “ To Bank”. 

Enter on payment side, Cash Book, Cash Column 
‘*By Wages”? and debit Wages Account. “‘'o 
Cash’. | 


Enter in the “ Purchases Returns Book’’ and debit 
Henry Haigh’s Account in the Ledger “To 
Purchases Returns ’’. 


Enter in the Sales Book and debit Dawson’s Account 
“To Sales”. 


Enter in the Cash Book Cash Column on receipt side 
“To Bank’ and Bank column on payment side 
‘By Cash’. Both Debit and Credit entries go in 
the Cash Book. 

Enter in Cash Cook, payment side, Cash column 
“By Advertisement”. Debit Advertisement 
Account “ ToCash’”’. 

Enter in “Sales Returns Book’’ and credit David 
Dawson ‘By Sales Returns”. 

Enter in the Purchases Book and credit Walter 
White ‘‘ By Purchases ’”’. 


Enter in the Sales Book and Debit Charles Cook ‘‘ To 
Sales ”’. 

Enter in Cash Book receipt side cash column ‘ To 
Bank’’ and payment side Chegue column “ By 
Cash ”. 

Enter in Cash Book Receipt side; Discount in dis- 
count cclumn, cheque in Bank column “To 
Charles Cook’. Credit Charles Cook in the 
Ledger ‘‘ By Bank £156-4-6; By Discount £8-4-6. 

Enter in Cash Book payment side, Cash column “ By 
Wages". Debit Wages Account “To Cash ”, 

Enter in the Cash Book, payment side cheque column 
‘By W. Pollard’s Drawing Accuont’’. Debit the 
Drawing Account “To Bank’’. 

Enter in the Cash Book, payment side, Discount in 
Discount column, cheque in Cheque column “By 
W. White’’. Debit White in the Ledger “To 
Bank: £238 ; To Discount £12-12-3. 

Enter in the Cash Book receipt side, Bank column 


‘To D Dawson”. Credit Dawson’s Account " By 


Bank ”’. 





29, 


31. 


ol. 
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Enter in the “Sales Returns’’ Book and credit 
Cook’s Account in the ledger ‘* By Sales Returns””’. 


Enter in the Cash Book, payment side, cheque 
column “By Carriage” and debit Carriage 
Account ** to Bank ’’. 

inter in the Cash Book payment side Cash eolumn 
‘By General expenses’ and debit General Ex- 
penses Account “To Cash ’’. 

Both Depreciation entries will go to the Journal as 
intervening edtries. 


Journalise : 
Depreciation Account Dr. £3-10-0 
To Freehold Premises £2-10-0 
To Furniture & Fixture £1- 0-0 


Debit the Depreciation Account in the Ledger. “To 
Freehold Premises’? £2-10-0. “To Furniture and 
Fixtures’ £1-0-0. Credit the Premises Account 
and Furniture Account “By Depreciation” with 
the respective figures. 

(a) Take the total of the Purchases Book and place it 
on the debit side of Purchases Account “ To 
Sundries as per Purchases Book Total ”’. 

(b) Take the total of the Sales Book and place it on 
the credit side of the Sales Account “ By Sun- 
dries as per Sales Book Total ’’. 

(c) Take the total of the Purchase Returns Book and 
place it on the credit side of the Purchases 
Returns Account “ By Sundries as per Purchases 
Returns Book Total ’’. 

(d) Take the total of the Sales Returns Book and 
place it on the debit side of the Sales Returns 
Account “To Sundries as per Sales Returns 
Book Total”’. 

(ec) Take the total of the Discount Paid column in 
the Cash Book and place it on the debit side of 
pepesunt Account ‘To Sundries as per Cash 

Book’”’. 

(f) Take the total of the Discount Received column 
of the Cash Book and place it on the credit side 
gf Discount Account “ By Sundries as per Cash 

ook *’, 


(g) Total the Receipts and Payments columns of the 


Cash Book on a piece of paper; The difference 
between Cash Receipts and Payments is 
£4-19-10; the difference between Bank Receipts 
and Payments is £940-19-9; piace these differ- 


ie a : ences in the respective columns on the Payment 
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Side as: ‘ By Balance OC.F."’, and balance the 
Cash Book. Bring down these balances on the 
opening date, on the Receipts side. 


(h) In the same manner, balance the following 
accounts :—Freehold Premises, Furniture and 
Fittings, Charles Cook, David Dawson, Henry 
Haigh and Walter White, 


(;) The rest of the Accounts are not to be Halenben 
as they are nominal accounts and their balances 
are to be transferred to Trading and Profit and 
Loss Accounts. The difference between the 
Debit and Credit Side of each account is to be 
determined and is to be taken to the Tria] 
Balance. < 


(;) Prepare the Trial Balance and check it with the 


Trial Balance given. 


Trial Balance 9. 












Dr. Cr, 
Ls, a8 is a 
Cash a 4 19 10 
Bank a -9a0 19 9 
H. Mitchell Cap. account... ie 1300 0 Q 
W. Pollard Cap. account Z “oe 1300 0 0O 
W. Pollard Drawing account... 20 0 0 
Freehold premises bie ; 
Furniture and Fittings re oe i ree eA 
Stock account | ‘ap atl dt 
Purchases account ee + et! i . 
Returns Outwards account ... ee Ny aa 
Sales account & oa 397 13 0 
Returns Inwards account... 
Carriage account ce 
Wages account ~ | 
Stationery account ; om ee 
Advertising account _ fe hina seers 
by), Piscqunt account — filth setae oe 3 ar 
eneral Expenses account ... PR ore ere a 


Depreciation account 
If ares Donk. és 
vid 
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Exercise 10. 
(Indian Merchants’ Chamber Examination.) 


On Ist Mar. 1947, Banaji & Co., had cash in Bank Rs, 2,560 ; 
Cash on hand Rs. 435; Stock of goods Rs. 3,500. They owed 
C. Smith Rs.1,500. Following were their transactions for the 
month of*March. Write up the necessary subsidiary books, 
pogt them in the Ledger, and take out the Trial Balance as at 
3ist March 1947. 

1947 
March 1 


9? 


Bought goods on credit from J. Jones 
Sold goods to Chari & Co. 

Sold goods to R. Richards 

Sold goods for cash 

Purchased goods for cash 

Purchased goods on credit from C. Smith . 


Bought office furniture from Roberts & Co, 


Paid Robert & Co. on account %, 
Received from Chari & Co., cash Rs. 730. 
and allowed them discount Rs. 20. 

R. Richards paid Rs. 900 and was allowed 
discount Rs. 75. 

Paid J. Jones on account 

Paid C. Smith on account 

Sold goods to David & Co. 


Bought goods from Nanavati & Sons 


Sold goods to S. Narayan 

Purchased goods from Green & Co. 

Paid office rent-—-March 

Paid staff salaries—March 

David & Co, returned goods ee 

David & Co., paid cash Rs. 190 and were 
allowed discount Rs. 10 

Returned goods to Nanavati & Sons 

Made cash sales 


Rs. 
1,000 
750 
975 
200 
300 
1,200 
800 
400 


300 
600 
456 
1,700 
395 
485 
200 
400 
D0 


300 
1,250 


Note. —The tutor should check the solution to this exercise, as | 
worked by every student and satisfy himself about the 
| nee Casunde prograne of the class. 





CHAPTER IX. 
Bills of Exchange. 


| In all trades, goods pass from hand to hand, until they reach 

the consumer. The intermediaries buy to sell again. The 

sequence can be stated as: 
Manutacturer--Wholesaler—Retailer— Consumer. 


The wholesaler buys from the manufacturer and tries to 
defer payment till he has sold to the retailer and received pay- 
ment from him, but the manufacturer wants payment as 
promptly as possible. Practices have therefore developed in 
different trades to allow tenors (fixed times) of 30 days, 60 
days or 90 days to the debtor to pay the value of goods bought. 
It would cause great inconvenience to the creditor if a debtor 
is to raise questions of quality or quantity of goods on the due 
date, or if he tries to defer payment for a further period. The 
Bill of Exchange is a mechanism which is so evolved that it 
satisfies the requirements of both the debtor and the creditor. 

The business practice is to allow twuodays’ time to the 
buyer to examine the goods delivered to him. The third day 
the Seiler sends hima bill, drawn payable after the agreed 
period, for the value of the goods, with a request that the bill 
be accepted for payment. The buyer, who is the drawee of the 
bill, signifies his acceptance by putting his signature across the 
bill under the words “ Accepted ”’ or “ Accepted for pay:nent ”’ 
or ‘° Accepted for payment at so-and-so Bank.” The liability 
of the Draweesto pay the bill commences only after acceptance. 
The debt against the purchase of goods is paid off by the bill 
and a new debt on the Bill is created. Once having accepted 
the bill, the buyer cannot raise questions about the quality, 
quantity or value of the goods delivered to him. If he has any 
objections to raise he should not accept the bill till he receives 
satisfaction from the seller. The period for which a bill is 
drawn is known as its tenor. The period for which a bill has to 
run to become due for payment, is known as the currency of 
the bill. Three days of grace are allowed in the British 
Empire in calculating the due date. If the period is stated in 
calendar months, it is to be calculated from date to date: e.g., 
one month after 15th February will be 15th March ; but 30 days 
after 15th February will be 17th March. If a billis drawn fora 
given fixed period, days of grace are not allowed. If the due date 
falls on a holiday, the bill is payable on the previous working 
day. The place where the bill is made payable by the Acceptor 
of the billis called the ‘“domicile’’ of the bill and the bill is 
known as his © acceptance.” a , 
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Having accepted the bill, the buyer gets the full time for 
which he has bargained to convert the goods into money. If 
he succeeds in selling them earlier than expected, he can lift 

_ the bill prior to the due date and earn some rebate for early 
payment. Payment of a bill on the due date is known as 
i retiring ” the bill. 


. from the point of view of the seller, he obtains a document 
of value, which is an undeniable evidence of the debt, 
coupled with a promise for its payment on a definite date. If 
If he is in need of money, he can straightaway discount 
the bill with a bill broker or his banker and convert it into 
cash. In this case, he will lose to the extent of the discount 
he has to pay. Otherwise, he can retain the bill and collect 
it on the due date. He may endorse it over to any of his cre- 
ditors in payment of his debt. 


Specimen of a Bill of Exchange. 





Bill | 
Stamp i Rss. 750. Madras, 15th July 1946. 
As. 2. | 


| 


nae 





Thirty days after date pay to 
our order the sum of Kupees Seven 


Hundred and Fifty for value received. 


KAPADIA & SONS. 
To 


MESSRS. KOTHANDARAMAN & Co,, 
117, Mount Road, Madras. 







sigedn india, bills payable on demand or bills that have to runa 
period of not more than 3 days are exempted from stamp duty. 
is that have to run a longer period have to pay a Stamp Duty 
at the rate of Annas Two per Thousand or part of a Thousand. 
i ..—<“<—tstés«~ST, HOSPITAL. STREET? 
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Bills are drawn payable a fixed period after date or a fixed 
period after sight. In the latter case, the currency of the bill 
begins to run only after the bill is sighted for acceptance. In 
such a case the bill has necessarily to be presented to fix the 
due date. In the former case, such presentation is not nece- 
ssary inlaw. Buta drawee does not become liable to pay the 
bill unless he has accepted it and it is in the interest of the 
holder to get the acceptance. If acceptance is refused the bill 
is said to be dishonoured by non-accerptance. The holder then 
becomes entitled to take any legal action, without waiting till 
the due date. Whether a bill has to be presented for accept- 
ance or not, according to law all bills have to be presented to 
the Drawee for payment on the due date. If payment is 
refused, the bill is said to be dishonoured by non-payment. 


The procedure, in case of dishonour, is to get the dis- 
honoured bill noted by a Notary Public. In case of dishonour 
of a foreign bill, a protest is necessary. The Notary Public 
presents the bill once again per his own clerk, for acceptance 
or payment as the case may be, and if acceptance or payment 
is refused, he notes such refusal with the ground submitted by 
the Drawee on the bill itself. That is noting. The protest is 
a certificate of such dishonour issued by the Notary and con- 
tains a copy of the Bill. The purpose is to secure reliable 
evidence of dishonour for an action in a Court of Law. 


A large number of bills are negotiated by one business 
house to another business house and ultimately find their place 
in a Banker’s portfolio. Ifa bill is dishonoured by its drawee, 
it affects the credit not only of the drawee but also of the 
drawer and the endorsers. Smooth flow of financial dealings 
is disturbed by such dishonour and if more than one bill drawn 
or endorsed by a firm are dishonoured, the Banks refuse to 
discount any more bills drawn by the firm. As a safeguard 
against dishonour, the drawer or any of the endorsers some- 
times mentions the name ofa friend in the bill itself, to be 
referred to in case of dishonour. Such a person is known as 
the Drawee-in-case-of-need or Referee-in-case-of-need. It is 
even permissible in law for any person, to offer to accept the 
bill in case of its dishonour by non-acceptance. In legal term, 
he is known as \ acceptor for honour.” A’ person, who inter- 
venes on dishonour by non-payment and offers to pay the bill, 
is known as ‘ payer for honour”. Acceptance or payment for 
honour is permissible, only after a proper protest has been 
taken out by a Notary Public and only if the holder of the bill 
permits. For this reason acceptance for honour is known as 
Acceptance-supra-protest and Payment-for-honour is called 
Pay ment-supra-protest. 


Acceptance should be unconditional and any acceptance 
qualifying the amount or the period of the bill or the place of 


8} 


payment is not legal in law. A bill may be for Rs. 590 and 
may be accepted for Rs. 450 or may be accepted subject to 
renewal for a month more on due date, or may be accepted 
payable at a particular place only. Such acceptances are 
irregular. 

Accommodation Bill :-—A bill which is drawn, accepted or 
endorsed without receiving value for it, simply with a view to 
oblige a party and assist him in obtaining funds by negotiating 
it, is known as Accommodation Bill. 

Promissory Note :—-When a debtor himself passes a written 
promise to pay a stated sum on demand or a determinable 
future date to the creditor, it is a Promissory Note. It is a 
Bill of Exchange and can be endorsed over. Stamp duty ona 
Promissory Note payable on demand is Anna One for amounts 
up to Rs. 250 ; Annas Two for amounts over Ks. 250 and upto 
Rs. 1,000 ; Annas Four for amouats over Rs. 1,000. Stamp duty 
on Promissory Notes payable otherwise than on demand is 
Annas Two for every Thousand or part of a Thousand. 

Bills Receivable and Bills Payable:—Somebody’s acceptance 
received by us isa Bill Receivable. Our acceptance given to 
somebody isa Bill Payable. When the number of bills we 
receive and give is small, the transactions are passed through 
the Journal proper. : 


Hints for accounting of bills :— 


(1) When someone’s acceptance is received, debit Bills 
Receivable Account and credit the giver. 


7 (2) When you as a businessman give your acceptance, 
_ debit the Receiver and credit Bills Payable Account. 

(3) When a B/R. is endorsed over to a person, debit the 
person receiving it and credit B/R. Aceount. 


(4) In case of dishonour of a B/R., debit the party from 
whom the B/R was received and credit the B/R. or credit the 
party who returns the B/R. 

(5) When a bill is noted or protested, the person from 
whom the bill is received is to be debited with noting charges. 

(6) When payment of a B/R is received or payment of 
8 B/P is made, the transaction is to be passed through the 
Cash Book. 

____(7) When a B/R is discounted, full credit is to be given 
to B/R Account and the difference is to debited to Discount 
Account. : | : 

(8) When a B/P is paid prior to the due date, the rebate 
earned is to be credited to Discount Account. 

{9} When a B/R or B/P. is renewed the old bill is to be 
treated as dishonoured. Interest for extended period received 
” or paid is to be put through Interest Account. 





os flinch 
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Illustration :—R. M. Madhavan receives from A. Srinivasan 
his own acceptance at 2 months for Rs. 600 and P. Kannan's 
acceptance to him for Rs. 400. Madhavan discounts the accept- 
ance for Rs. 600 with his Banker and his Bank account is 
credited with Rs. 585. The acceptance of Rs. 400 is endorsed 
over to P. Venkatachalam in settlement of his account. abe Srini- 
vasan pays to the Bank Rs. 600 on account of his acceptance 
on the due date, but Kannan fails to pay P. Venkatachalem 
his ee P. Venkatachalam has paid noting expen- 
ses Rs. 5. 


Pass these transactions in the journal of Madhavan. , 


SOLUTION:—Each entry has been explained by a narration. 


Madhavan’s Journal. 








Date. Particulars. | Folio. Dr. | Cr. 





Rs. Rs. 
1,000 — 


Bills Receivable am Dr. 
To A. Srinivasan 

Srinivasan’s Acceptance Rs. 600. 

Kannan’s Acceptance to 








Discount = t, 15 

To Bills Receivable fe | 600 
Srinivasan's Acceptance dis- 

counted | 


ad 4 
P, Venkatachalam... Dr. 400 400 
To Bills Receivabie = | | 
Kanna’s Acceptance endorsed — 
over to P. Venkatachalam 








A Srinivasan 
To P. Vei katachalam 

| Kaonan’ s Acceptance dis- 
honoured ; kage akcaiad 
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Illustration :—H. F. Kapadia accepted two bills drawn by 
G. H. Gai for Rs. 1,500 and Rs. 700 at 2 months. On the due 
date the bill for Rs. 1 500 was paid by his bankers, but the bill 
for Rs. 700 was renewed for further two months with Rs. 10 as 
interest. Pass journal entries in the books of H. F. Kapadia. 


SOLUTION :—Each entry has been explained by a narration. 
: Journal of H. F. Kapadia. 































i Jae Sid aa ia Gamer 
Date. | Particulars. a Ao | Dr. | Cr. 
| raat 
BEEK VE a ree 
[ | 
| | | Rs. | Rs, 
© G. H. Gai si Dr.) | 2,200 | 
7 | To Bills Payable or) | 2,200 
| sees two bills Rs. 1,500 and) | 
a s. 700 i | | 
<2 ee ee age eleas | | | 
Bills Payable , Dr. ' 1,500 © 
7 To Bank | | | 
< Bill for Rs, 1,500 paid | | 1,500 
ee ee ere SS | | 
Bills Payable ae Dr. | pe | 
Interest oe Dr. | | 10 
To G. H. Gai 5 | | 710 
Bill for Rs. 700 not paid, agreed ! | 
to pay Rs. 10 interest for | | 
renewal. | 
G. H. Gai Dr. | 710 | 
To Bills Payable ee | 710 


New bill accepted. 
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Illustration :—(R. A. 1933), A draws two bills on B, one for 
Rs. 2,500 and the other for Rs. 4.000 payable three months after 
acceptance. B accepts these bills on Ist of March, and A then 
discounts the first Bill with his Gankers at six percent. per 
annum discount. He then hands over half the proceeds of the 
first bill to B, and the second bill he endorses over to Cin 
settlement of He. 4,000 due to C from A. B is unable to meet 
the first Bill when the same falls due and requests A to’ pay him 
half the value not yet received by B. Ais unable to do so bunt 
agrees to accept a three months’ bill for the amount due to B 
with interest at six per cent. and this is duly carried out, and B 
discounts the same at six per cent. and thus meets the first bill 
on due date. As regards the second bill A paya B Rs. 4,000 on 
due date and this biil is met by B on due date to C who has 
held this bill during its period of currency. 


Show the entries that should be found in the books of A, B& C. 
SOLUTION :—Each entry has been explained by a narration. 
ee eee 








| Rs. A. P. | Ri ae 
Bills Receivable Bi Dr. 6,500 0 0 y 
To B | 6,500 0 0 
Two Bills Rs. , 4, 000 & Rs. 2. 500 drawn on on B 
Bank | 2 Dr.| 2,500 0 0 
To B/R - Si 2,500 0 0 
Seemed 
= 
Discount Mie Dry, | 18 12 0 
B us Dr. | 18 12 0 | 
To Bank oce : 208 | | 37 8 0 
Discount paid to Bank Set ee Ss | | at 
oi a | ; | 
Dr. | “<h@1°4 0 = 
a 1,231 4 0 
Half proceeds of B/R Rs. 2,500 paid | 3 
. < | a 
Dr. 4,000 0 0 ie 
To B/R a a | 4,060 0 400 
Endorsed over B/R to C i ‘i 
eS Dr.| 1,268 12 0 
To Bills Payable 4.26842 0 | 
Gave Ba bill to cover Rs, ce 250 and inte- ‘ tis 
ose ta 18420 a it 8 
t - Dr. 18 12 0 — 
eee : ee ie 18 12 0 
Interest allowed to B and included in cs 
B/P ens 
ins Dr. 4,000 0 0 


To Bank sos Ne 
P. id B on account of B/R endorsed to C, 


4,000 0 0 


os 


Naa fell 


aoe ee 
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Journal of i. 





























| 4 | y 
| Re. a. Py | Re. a. p, 
A es | Dr.| 6500 06 0° | 
To Bills Payable ays 4 6,500 0 6 
Accepted two Bills drawn by A Rs. 4, 000 | a 
and Rs. 2900, | 
Bank Del aes 34.0] 
Dissount cy es Dr. | 18 12 0 | 
To A ‘| | 1,250 0 0 
Half proceeds of Bill Payable for Rs. 2, 500 | 
received from A. | | 
“x hic Dr, —s-:18.12 9 : 
To Interest aa 18 12 0 
Interest allowed by A for late payment of | ; 
Rs, 1,250 | | 
| | 
—- 
Bill Receivable is Dr. 1,268 12 0 | . 

: Tod vee | | 1,268 12 9 
A’s acceptance received. | 
Se | 
Bank e Dr 1250..0 6 
Discount = Dr. | 18 12 0 

To B/R ar 1,268 12 0 
A’s asceptance discounted. ' | | 
cabs Py Ge ee | 
Bank fee Dr. | 4,000 0 0 

To A a 4,000 0 0 
Received on account of B/P. for Rs. 4, 000. 
Bills a able oF Dr. 6,500 0 0 

To Bank ee 6,500 0 0 
Both B/Ps. paid by Cheques. | 








ae Journal of C. 





*% 
publ lean 4 Aaa Vids | Rs, A. P. 
Biils ee Dr. 4,000 0 0 
oA nA 4,000 0 0 
B's sb mn a received ad: Fogg A. 
Bank | Dr.| 4,000 0 0 | 
To Bills Receivable j | 4,000 0 6 


Bills Receivable collected on due date. 








ll 
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Illustration :—(Undian Institute of Bankers 1944.) 


On 10th July 1943, J. James and T. Todd drew on one 
another at two months for Rs. 6,000 for their mutual accom- 
modation. They discounted each other’s bills at the rate of 
» per cent and at maturity each party honoured his own accept- 
ance, Pass entries in the Books of both the parties. ‘ 


e 


SOLUTION :—Each entry has been explained by a nariation. 


Journal of J. James : 




















| 
| Rs. A. Pe. | Rs. A. P 

Bills Receivable Dr, 6,000 0 0 | 
To T. Todd | bol | 6,000 0 0 

T. Todd’s acceptance received. | 

2 se Oe 

T. Todd Dr, 6,000 0 0. 
To Bills Payable ee | 6,006 0 90 

Gave T. Todd our acceptance. | 

eR Se Re Ee RIT SNe MILT tee | | 

Bank | Dr. | 6,000 0 0 | 
To Bills Receivable oa ' 6,000 0 0 

Discounted T. Todd's acceptance. | | 

CE Us ee ot eee | 

Discount | Dr. | 50.0 0 | 
To Bank fe | 50 6 0 

Discount charged by Bank. | | 

| 

oe eae eee | 

Bills Payable Dr, | 6,000 0 96 : 
To Bank re | 6,000 0 96 

| 


Rotired our acceptance given to T. Todd. 





Journal of T. Todd may be prepared as per details given in 
the above solution. 


-[ustration :—(U/ndian Institute of Bankers 1945). 


Jan Mobhmed for the mutual and temporary accommodation 
of himself and Bhagavandas, draws upon the latter a Bill of © 
Exchange at three months for Rs, 6,000, dated 1st January 
1944. Jan Mohmed discounts this bill immediately at his 
Bankers at the rate of 5 per cent and pays half the proceeds to 


Bhagavandas, 


a “ 4 : o * > 
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Bhagavandas for a similar purpose and at the same time 
draws a Bill of Exchange at 3 months on Jan Mohmed at 
Rs. 3,000. This he discounts at the Union Bank of India, Ltd., 
at 5 per cent and hands half the proceeds to Jan Mohmed. 
Bhagavandas becomes a bankrupt on 3lst March 1944 and a first 
and final dividend of four annas in the Rupee is paid on his 
estate on 30th June 1944. 

Write up Bhagavandas’s account in Jan Mohmed’s Books. 
Assume in each case that discount charged is shared equally 
by Bhagavandas and Jan Mohmed. 


Hints:—You have to prepare the Ledger account of 
Bhagawandas. You will therefore have to pass Journal 
entries mentally as you proceed every step. 


Jan. 1. Jan Mohmed receives acceptance of Bhagavandas 
for Rs 6,000, due 4th April. Bhagavandas is to be 
credited “ By Bills Receivable.’’ 


Bhagawandas is paid half the share of Rs. 6,000 less 
half the discount charge. His account is to be 
debited “To Bank Rs. 2,962-8-0; To Discount 
Rs. 37-8-0”. 


Jan Mohmed gives his acceptance or Bill Payable to 
Bhagawandas for Rs. 3,000 due on 4th April. 
Therefore Bhagawandas is to be debited ‘‘ To Bills 
Payable Rs. 3,000 ”’. 


Jan Mohmed receives half share of Rs. 3,000 and has 
to pay half the discount. Bhagawandas will be 
credited “By Bank Rs 1,481-4-0, By Discount 
Rs. 1842-0”. 


Mar. 31. Because Bhagawandas becomes insolvent, his accept- 
ance discounted with the Bank by Jan Mohmed 
will not be honoured. On this account Bank will 
have to be credited and Bhagawandas will have to 
be debited. Jan Mohmed balances the account of 
Bhagawandas. He finds that a balance of Rs. 4,500 
is due from him. 


He gets four annas in the rupee, ie., Rs. 1,125 and 
the balance of Rs. 3,375 is wiped off as bad debt. 
Account of Bhagawandas will be credited “ By 
Bank Rs. 1,125 ; By Bad Debts Rs. 3,375 ’’, 
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SOLUTION : 
LEDGER OF JAN MCGHMED. 
Bhagawandas’s Account. 
| PSA hes 2 aif 
| Rs. A. Pp. | | Ret a. 
Jan. 1 | To Bank . | 2,962 8 OfJan. 1), By Bill | 
'To Discount...| 37 8 0 | Receivable... | 6,000 0 06 
To Bills | By Bank a : 1,481 4 0 
Payable ...| 3,000 0 0 | By Discount .. 18 12 0 
Mar. 31| To Bank | 6,000 0 OfMar. 31, | By Balanoe : 
| | C.F... 4500 0 0 
| 12,000 0 0 '12,000 0 0 
Mar. 31. To Balance : June 30. By Bank... | 1,185 9 @ 
| B.F....| 4,500 0 0 ‘By Bad Debts. 3,375 0 0 
4,500 0 0 4,500 





| 


_ 4,500 0 0 


Average due date :— When there are several bills payable by 
one party to another party, it becomes convenient to discharge 
all bills by a single paymenton the average due date. The 
principle underlying the average due date is that none of the 
two suffers any loss of interest. 


Method :—-Start with a date, either the date on which 
agreement is reached or the date on which the first bill be- 
comes due for payment. Count the number of days each bill 
has torun till it matures from the selected starting date. 
Multiply the amount of each bill with the number of days it 
has torun. Take the total of the amounts and the total of the 
products. Divide the total of the products with the total of 
the amounts and the division will give the number of days to 
be counted after the selected starting date and the result will 
be the average due date. | 


lustration: (Indian Institute of _Bankers, 1942) A , 
merchant has purchased goods, the due dates for phe payments 
of which are as follows : 


March 5th Rs. 3,000 due April 8th. 

April 15th Rs. 2,000 due May 18th. 

May 10th Rs. 2,750 due June 13th. 
June 5th Rs. 4,000 due July 8th, 


He wants to give one bill for total amount due. 


ee aven yen the 
average due date. 7 


ees 
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SOLUTION :— 
Let us presume the zero date as Apri] 8th. 
Amount, Days to run. — Products. 
Rs. 3,000 x 0 i 0 
» 2%,000 * 40 tA 80,000 
» ky hO0 » 66 Ra 1,81,500 
» 4,000 x 91 » 364,000 
” Rs. 11,750 s 6,25,500 
B20000 i. gad 





Answer= 11750. 33 a or 53 days after April 8th, i.c., 31st 
May. 


illustration :—(/ndian Institute of Bankers, 1940). It is 
agreed between N. Jairaj of Bombay and P. Dinshaw of 
Calcutta that the former should make the following shipments 
on the given dates and for the respective amounts and that 
P. Dinshaw should pay for the shipments by a single cheque 
for the total amount on the average due date. The shipments 
to be made as follows :— 
15th January 1939-Rs. 1,600 ; 31st January 1939-Rs.- 1,800 
16th March 1939- ,, 2,000; 31st March 1939- ,, 800 
16th May 1939- ,, 1,600; 3ist May 1939= ,, 3,000 
P. Dinshaw fails to pay the amount on the average due 
date but pays it instead, on 30th June 1939 with interest at five 
per cent per annum from the average due date to the date of 
payment. Give the average due date and find out the amount 
of interest paid by P. Dinshaw. 


SOLUTION :— : 
Let us presume 15th January 1939 as the zero date. 
| oo Amount. oa Products. 
15th January 1,600 x 0 = 0 
3ist January 1,800 x 16 — 28,800 
16th March 2,000 x | 1,20,000 
3ist March 800 x io — 60,000 
16th May © 1,600 x 121 — 1,93,600 
3ist May © 3,000 x 136 tine 4,08,000 
pe 10,890 3 8,10,400 
Due date= 755 =75 days after 15th January i.c., 3lst March. 


__. Payment is made on 30th June and therefore interest is 
o es three months at 5 per cent on Rs. 10,800=Rs, 135. 
ceils | 


rs 
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Exercises on Bills. 


1. A accepts a Bill drawn by B for Rs. 1,000 and B 
endorses the same to C. On the due date C is refused payment. 
C gets the bill noted paying Rs. 20. B grants a fresh bill 
payable after 30 davs to C including further Rs. 30 for interest. 
Ten days later, A pays off B including further Rs. 10 for 
interest. Record these transactions in the form or Journa! 
entries in the book of A, Band C. (R. A. 1934.) 


Hints :—The transactions as stated in the question are to be 
analysed and correctly interpreted to find out how each affects 
A, B and C respectively. 




















Travsaction. | How itaffects | How it affects : How it affects 
: | A, | B. 
wengil 1 lbns. cadantl ta iasipl 4 ceeded eee 
1. A accepts a bill} B/P. is given to | B/R is received | No effect. 
drawn by B for B. from A. | 
Rs. 1,000. | | 
SPS fe 2S 1 RIBS PES Seat k.OCs fi SME 1 SsOl Che 1 
2. B endorses the | No effect. B/R is given to| B/R is received 
Bill to C. | C. from B. 
ee a i kl de PR SR ee ee 
3. A titie pay- Noeffect. | Gets the B/R!| He debits B with 
ment to Cand C back from C as| noting charge 
gets the bill | | dishonoured with! and credits cash. 
noted paying | | a further claim) He debits B with 
Rs. 20 as not- |. of Rs. 2U for not-, Rs. 1,000 and 








| 
ing charge. | ing charge. He gives back the 
| | will debit Rs. | B/R to him. 
' 1,020 to A and 
| 
| | 


| credit GC. 








He will debit his tee He charges B 
Interest Account | Rs, 30 as interest 
and credit CU) and receives a 


4, B agrees to pay No effect. 
to C Rs, 30 as 
interest for 30 











days and givesa with Rs. 80. He} B/R from B for 
fresh bill for issues a B/P to, Rs. 1,050. #° 
Rs. 1,050. C for Rs. 1,050 in 
: | full payment. ) 
5. A pays to He pays Rs.1,030| Hereceives No effect. 
"Rs. 1 ,000 for BIE in cash to B and| Rs. 1,030 in cash 





Rs. 20 for not-| debits :— from A He char- 
ing charges and| B/P A/c. Rs.1,000|; ges A Rs, 10 as 
Rs. 10 as inte- oes ties | interest. 
vest forten days. A/c. Rs. n- 
2 a 2 = ae keree Alo. Re. 10. | 
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Exercise 2-—Messrs. A. B. & Co. of Bombay purchase from 
E. & F. Co. of Ahmedabad and sell and ship to Messrs. C. D. & Co. 
of Aden sundry goods to the value of Rs. 5,300. Freight, 
insurance, dock and other charges amount to Rs, 450 and 
A. B. & Oo.’s commission Rs. 250. Total amount of invoice 
sent to 0, D. & Co. is Rs. 6,000. A. B. & Co. accept E. F. & Co.’s 
draft for Rs. 5,300. 

° A.B. & Co. draw onC. D. & Uo. for Rs. 6,000. The Bank 
discounts the draft on C. D. & Co. for a charge of Rs. 30 and 
proceeds of draft are placed to credit of A. B. & Co.’s Bank 
account. Messrs E. F. & Co. write and suggest that they will 
take Rs. 5,200 cash in place of draft. A. B. & Co. agree to this 
and send a cheque for Ks. 5,200 receiving back their acceptance, 
cancelled. 

Make necessary journal entries for the whole of the 
transaction shown above as they should appear in the books of 
A. B. & Co. of Bombay. (ndian Institute of Bankers—i 939.) 


Hints:The transactions as stated in the question are to 
be analysed and correctly interpreted from the viewpoint of 
A. B. & Co., whose journal has to be prepared :— 


1. A. B. & Co. receive goods of the value of Rs. 5,300 from 
E. F. & Co. and send same to C. D. & Co. This entry may be 
passed through an account styled “ Purchases on account of 
customers.”’ A. B. & Co. are not interested in these goods 
_ except that they are getting commission on the purchase. 


2. A.B. & Co. pay Rs. 450 on account of C. D. & Co. to 
meet freight, insurance, dock and other charges. Debit 
C.D. & Co. and Credit cash. 


3. A.B. & Co. earn Rs. 250 as commission from C. D. & Co. 
on the purchases made. Debit C. D. & Co. and Credit Com- 
mission account. 


4, A. B. & Co, accept a Bill (B/P) drawn on them by 
E. F. & Co. 


5. A.B. & Co. draw a bill (B/R) on C. D. & Co. 


. 6. A. B. & Co. discounts the B/R with their bankers 
_ paying Rs. 30 as discount. 


7. A.B. & Co. receive back their B/P from E. F. & Co. 
who agree to accept Rs. 5,200 against the B/P for Rs. 5,300. 


8. A.B. & Co., send cheque to E. F, & Co., for Rs. 5,200 
and earn Rs, 100 as discount. 


aaa 3:—A bill for Rs. 6,000 is drawn by B. & Co., on 
Co., and accepted hy OC. & Co., payable at the Bank of 
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India, Ltd. Show what entries would be passed in the books of 
B. & Co., under each of the following circumstances :— 


1. If they retained the bill till due date and then 
realised it on maturity. 


2. If they discounted it with their bankers fcr Rs 5,800. 


3. Ifthey endorsed it over to their creditors M. & Co., 
in settlement of their debt. | 


State what further entries would be passed in the Books 
of B. & Co., under each of the above circumstances on the due 
date. (Undian Institute of Bankers - 1939.) 


Hints:—Three different circumstances are stated. The 
journal entries to be passed under each of the circumstances 
are to be shown :— 


Circumstance 7 :—-On the due date cash is received for the 
B/R. Cash is to be debited and B/R 
account is to be credited through the 
journal. 


Circumstance 2:—B/R is discounted with the Banker and 
discount paid is Rs. 260. The entry 
will be put through the cash book 
Receipt side; Rs. 200 will be entered in 
the discount column and Rs. 5,800 under 
Bank column and detailed “To B/R 
account ””’. 


Circumstance 3:—B/Ris given to M. & Co. M. & Co. will be 
debited and B/R account will be credited 
through the journal. 


When the bill becomes due :— 


for Circumstance 1 the entry will be as shown above. 


do. 2:—No entry, as banker will collect it on his 
own account. 
do. 8:—No entry, as M. & Co., will collect the 


bill on their own account. 


Exercise 4:—A. Biren & Co. are indebted to C. Dorab & Co., 
to the extent of Rs. 8,000 on lst January 1940. C. Dorab & Co. 
draw on A. Biren & Co., a bill at three months which is duly 
accepted. On 1st February, OC. Dorab & Co. discount the bill 
with a bill broker at eight percent per annum. At maturity 
the bill is dishonoured, the noting charges being Rs. 20. 
A. Biren & Co. then remit cash to C, Dorab & Oo., for Rs. 3,000 — 
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and give another bill at two months for the balance plus interest 
at the rate of ten per cent per annum. 


Record these transactions in A. Biren & Co.’s Journal. 
(indian Institute of Bankers—1947). 


Exercese 6:—A owed B Rs. 500 for which B received two 
acceptances from A, one for Rs. 300 payable in two months, and 
the other for Rs. 200 payablein four months. Bdiscounted both 
these acceptances with his bankers receiving Rs. 290 and 
Rs. 193, respectively. 


Before the first bill for Rs. 300 became due A applied to B 
for assistance in meeting the bill by providing Rs. 200 in cash. 
This B agreed to, on condition that a new acceptance at two 
months was given for Rs. 210. 


A week before the second bill was due, A again applied to 
B for assistance and Bagreed to retire the bill on due date, on 
condition that A should give him a new bill at two months for 
Rs. 215. This was done. The bill for Rs. 210 was duly met by. 
A ondue date. But before the maturity of the bill for Rs. 215, 
A became bankrupt. The Offisial Assignee paid a first and final — 
dividend of annas eight in the rupee out of A’s estate. Make © 
the entries in B's journal necessary to record the apove trans- 
actions. (D. Com. 1937). 


Exercise 6:—On 15th July 1937, H. Rustomji bought a pear! 
necklace for Ks. 12,500 from Motiram & Co., and accepted two 
bills of exchange in settlement, one for Rs. 5,000 due four 
months and the other for Rs. 7,000 due six months after date. 
The first bill was met on the due date but before the second bill 
fell due, it was withdrawn by mutual ‘agreement and a new 
three months’ bill was accepted by Rustomji, Rs. 100 being 
added for the extension of credit. Give the necessary journal 
entries in the books of both the parties, recording the above 
transactions. (D. Com. 1946.) 


Exercise 7 :-—-P, for the temporary accommodation of himself 
and Q, draws a bill on the latter for the sum of Rs. 2,100. On 
receiving it duly accepted by Q, P discounts the same with his 
bankers and receives Rs. 2,010. One-third of this amount is 
remitted to Q. On the due date P remits the balance to Q to 

enable the latter to meet the bill. Qdishonours the bill and 
the bankers recover the amount from P. Show the necessary 
_ journal entries in the books of P. & Q. (D. Com. 1946). 


@ Exercise 8:—On 1st January, Q receives two acceptances 
_ from P,, one for Rs. 2,000 payable in 2 months and the other for 


a> 
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Rs. 4,000 payable in 4 months in full settlement of account. 
Both these bills are duly discounted by Q with his bankers on 
3rd January at 5 per cent. 


_ Before maturity of the first bill, P requests Q to assist him 
in taking it up by advancing bim Rs. 1,000 in cash and drawing 
a third bill on him for a like arsount at 3 months date from the 
due date of the first bill, plus interest at 5 per cent per annum. 
() does the needful and discounts the new bill at 5 per cent. 


Just before the maturity of the second bill for Rs, 4,000, P 
again requests Q to assist him tothe extent of Rs. 2,500. In 
order to help P, Q arranges with P to draw on him (Q) two bills 
for Rs. 1,009 and Rs. 1.500 at 2 months and 3. months, respectively, 
from the due date of the second bill. Q duly accepts these two 
bills and delivers them to P who discounts them at 5 per cent. 
He then duly meets the bil] for Rs. 4,000 ; 0 also meets his two 
acceptances on maturity. On 30th May, P becomes bankrupt 
leaving his third bill unpaid and nothing was recovered from 
his estate in respect of the claim. Make the necessary journal 
and ledger entries in the books of both the parties to record the 
above transactions. 


CHAPTER X. 


Further Subsidtary Books :— 


° Bills Receivable Book. 

Bills payable Book. 

Petty Cash Book. 
When a business house, as a matter of practice, draws bilis 
for goods sold and accept bills for goods purchased, it becomes 
essential to keep a proper record of them for easy reference. 
Bills receivable are entered in the Bills Receivable Book and 
bills payable are entered in the Bills Payable Book. To econo- 
mise time and labour, these books are used as subsidiary books 
and postings are made directly from these books to the ledger. 


The rulings of these books are shown on pages 96 and 99, 


Bills Receivable Book. : 
1. Al! bills received by us are entered in the Bills Receiv- 


able Book. 


2. The party from whom a bill is received is given credit 
for the value, on the day of receipt. At the end of the month 
or any other fixed interval, the amount column in the B/k. Book 
is totalled up and the Bille Receivable account in the ledger is 
debited with the total. 


3. When a bill receivable is collected on the due date or 
when if is discounted, the transaction is passed through the 
Cash Book. 


4, When a bill receivable is endorsed over to a creditor the 


transaction is passed through in the journal proper. 


5. Ifthe bill is retained by the firm and dishonoured on 
the due date a journal entry is passed debiting the party from 
whom it was received and crediting bill receivable: if the 
possession is with some one, then give credit to that person or 
firm on the dishonoured bill being returned. 


Illustration :—Pass the following transactions through the 
proper books and make all the entries which are necessary to 
comply with the double entry system: 


Jan. 6 Received from Chari & Chari their acceptance 
drawn by us in our favour payable 3 months from 
to-day at Indian Bank Rs. 2,500. | 

, 18 Received from Tarapore & Sons, a bill of exchange 
drawn by usin our favour 2 months after date 
payable at 19, Mount Road, for Rs. 1,750, 


UTION 


. <! O 
‘ay ue is . 
Daeagtcte 
my. & 
Pet) 5 
eet 
‘ iets. 
rh ols - 
a ara 
a , 
a) ne a 


Bills Receivable Book. 
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Jan.21 Received from Patel Bros., a bill drawn by us on 
them in our favour payable fixed 10 days after 
date at 294. China Bazaar Road, dated 21st Jan. 
1941, for Rs. 2,000. 


» 31 Patel Bros.’s acceptance due to-day was paid into 
bank and realised. : 


Mar. 2 Discounted Chari & Chari’s acceptance with 
bankers. Received advice that discount debited 
to bank account was Rs. 12-8-0. 


ware Tarapore & Co.’s acceptance due to-day was paid 
into bank but was returned dishonoured: 


ed on 
| 923-194] 


.| Remarks, 
Discount- 
Dis- 
honoured 














| at Bank 
| 
| 


2,000 | Realised 


ount 
Ss 

2,500 

1,750 


Where 
Payable. 
Ba 

19 
Mount 
Road 
294, 
China 
Bazaar 
Road 
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Ourselves Indian 


OS RT RR EES A RE AT A en 


Drawer. 
Bills Receivable A/c Debited ... 


ge 
#? 





S 
Oo 


Chari & Chari. |Themselves 
Tarapore& Son 
Patel Bros. 











18 
] 





Date. 
1941 
Jan. 6 
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Bills Receivable Account 














| | Rs, | Rs, 
1941 'To Sundry parties as 1941 | 
Jan. 31] per B/RBuok totai| 6,250 ve 31| By Bank a 2,000 
| . Mar. 9| By Bank 3 2,500 
»» 21) By Bank sie}. «1, 760 
| | aaa 
Chari & Chari 
{ 
| 1941 | Rs. 
| jan 6 | By Bills Receivable | 2,500 





, 


Tarapore & Sons 


























| 
1941 1941 Re. 
Mar. 21 /To Bank cick 1,750 || Jan. 18 | By Bills Receivable | 1,750 
Patel Bros, 
| 1941 | | Rs, 
| | Jan. y By Bills Receivable} 2,000 
| | 
| 
Discount Account 
1941 Rs, A. | 
Mar. 9/To Bank 12 8 | | : | 
| 
Receipts Cash Book—Bank Columns Payments. 
1941 RSs A, [ 1941 Rs. A 
Jan. 31|To Bills Receivable | 2,000 0 |/Mar. 9/By Discount  ...| 19 g° 
Mar. 9/To Bilis Receivable | 2,500 0 »» 21| By Tarapore and 
, Sons 1750 0 











»,  21'!To Bills Receivable | 1,750 0 


Bills Payable Book 

1, All bills accepted by us are entered in the Bills Payable 

Book. ) 
_ %, The party who has drawn the bill on us is debited as 
soon as the bill is returned duly accepted. At the end of the 
month or any other fixed interval, the amount column in the 
B/P Book is totalled up and the Bills Payable Account in the 
Ledger is credited with the tctal. 3 | 
3. When the billis paid either at Oifice or at Bank, the 
transaction is passed through the Cash Book. Whenever a bill 
_is accepted payable at the Bank, an advice is sent to the Bank 
in time, to pay the Bill. 

4. When you, as businessman, fail to meet your accept- 
ance pass a journal entry debiting B/P Account and crediting 
the party to whom it was given, | 

oner | 
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Illustration :—Pass the following transactions in proper 
oe books and post them in ledger: 

10 

June 2 Appa & Co.'s Draft 3 m/s from date in their favour 
dated 2nd June 1940, for Rs. 300 accepted payable 
at Bank. 

» & Dadha & Co. drew on me in their own favour ten 
days after date dated 3rd June 1940—accepted this 
draft Rs. 250 payable at Bank. 

» 9 Handed to Bengal Chemicals my acceptance in their 

, favour due June 28-6-1940, Rs. 275 payable at 
Bank. 

» 16 Accepted Wilfred Pereira’s draft in their favour 
dated 16th June payable one month after date for 
Ks. 325 payable at Bank. 

Dadha & Co.’s Bill paid by the Bank Rs 250. 

»» 28 Bengal Chemicals Bill paid by the Bank Rs. 275. 
July 19 Wilfred Pereira’s Bill paid by the Bank Rs. 325 
Sep. 5 Appa & Co.’s Bill paid by the Bank Ks. 300. 
SOLUTION :— 

Bills Payable Book. 












































fe ise ° 
i © @ 
Sos Due ies | 
Date. | © s Drawer. Payee. Date, | Amount. : = - E 
wa ae @ 
Eee wit 
June . Rs. 
2 eis & Co. |Appa & Co. 5-9-40 300 | Bank. fie a 
ank, 
3 Dadha & Co. 'Dadha & Co,| 16-6-40 250 nm a 
9 Bengal Chem. Bengal Chem | 28-6-40 275 " fe: 
16 Wiltred Per. Wilfred Per. | 19-7-40 325 Ee 
| | Bills Payable Account credited 1,150 | 
RR RRE IO EERERLE PO TEDL BLED ESA A DER BETS ELPA LDEER NEDA LIEE IIE LEE TE LEER LAL DEAE 
Dries s Ledger. Cr. 
= Bills Payable Account 
June 14 | To Bank Rs, 250 | June 30 By Sundry 
; re jx jase Pa Siw 
Hits 19° *.. aes per IP 
rity 5 | “A » 9300 Book total. | Rs. 1,150 
Appa & Co. | - 
June 2(|To Bills Payable Rs. 300 | | | 
June 3 e Bills Pay able Rs. 250 | | | 
| ; : 
cae his aia inl oe ae 5 ee Se ee oe Reet 7 ae ore. 1 eae Fee ee bata - sa 
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Dr. Bengal Chemicals. +<Cr. 
June 9 | To Bills Payable | Rs, 275! 
| 
{ 
Wilfred Pereira. 


June 16 








9 
To Bills Payable | Rs. 329 | | 





| 





Cash Book—Bank Columns, 


Receipts Payments. 





June 16] By Bills Pay-| Rs, 250 
; able | 

i. we a 275 
July 19 ¥ 325 
Sep. 35 i 200 


Exercise 11 
(Indian Merchants Chamber, 1944). 


From the following particulars, write out entries in the 
necessary Subsidiary Books and show the Bills Receivable and 
Payable Accounts. 


1937. 


July 2 


3 
5 
6 


~2 





Drew on P. Simgson Bill No. 75 at one month after 
date for Ks. 430 allowing them discount Rs, 20 pay- 
able at Parr’s Bank. | 

Bill Receivable \o. 75 was discounted for Rs. 420. —- 

Received acceptance from Gulab & Sons for Rs. 560 
at 2 months’ date payable at Lloyd’s Bank No. 76. 

Discounted Gulab & Sons’ acceptance with our 

_ Bankers receiving cash Rs. 480. 

Accepted S. Sen & Co’s draft of the 2nd instant at 
2 months’ date for Rs. 6U0 in full settlement of 
account, in favour of Haridas & Co. Bill No 121. 

Gave J Jones our acceptance at one month’s date for 
Rs. 500 in favour of Vinayak Bros. No. 122. 


Received Gupta & Co’s acceptance of our draft at 


three months’ date for Rs. 2,075 in full settlement 
of their account, payable at the Bank of India 
MOsnthe = 
Mohini Bros. forwarded us A. Brown’s acceptance to 
them for Rs. 1,225 payable atthe Union Bank, The 
Bill was accepted on i5th June and drawn at 
2 months’ date No. 78. | | 
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1937 atl 

July 15 Received K. Ayengar’s draft on us of the 13th instant 
at two months’ date in favour of Red & Co. for 
Rs. 1,700 5 discount allowed Rs. 50. Returned same 
duly accepted. No. 123. 

» 16 Returned duly accepted Das Bros.’ draft en us for 
Rs. 970 in full settlement of their account at — 
2 months’ date in favour of Biack & Co. No, 124. 

» 19 Sorab & Co. forwarded us their draft dated 17th 
instant for Rs. 1,800 in favour of White Bros. at 
3 months’ date for our acceptance. Returned same 

Se accepted No. 125. 
~.,, 20 Received from R. Babu Rao acceptance of our two 
: drafts payable at the Central Bank of India, at 
2 months’ date for Rs. 800 and Rs. 70, respectively. 
ee Nos. 79 and 89. 
_, 21 Endorsed over R. Babu Rao’s acceptance for Rs. 700 
Sea 2 ke Oe: in favour of Jacob & Sons in full settlement of their 
account. 

» 25 Received from A. Sitaram, Robert & Co’s acceptance 
to him for Rs 600 at one month’s date payable at 
the Imperial Bank of India. Billdrawn on 20th 
July. No. 81. 


Bills Nos. 121, 122, 123 were duly met by our bankers. Bill 
No. 124 is renewed by us on the 17th September by paying 
bas Bros. Ks 500 by cheque including Rs. 30 for interest and 
accepting their new draft on us at 3 months’ date for the 
balance, Bill No. 126. Bills Nos. 78, 79 and 80 are dishonoured 
on due dates. Bill No. 81 is coliectod by us on due date, 


Write out the transactions up to 30th September 1937. 


Petty Cash Book:—On page 60 under the paragraph headed 
‘" Safety of Cash at Office’”’, it is expluined that most business 
firms follow the practice of paying the daily cash receipts into 
their Bunk account and of drawing cheques for all payments to 
be made. Except for money received at the (ffice after banking 
hours, there will be no cash at office and even such money are 
paid into the Bank next day morning. 


Therefore to meet petty expenses, which are necessarily to 
be paid in cash, a small sum of cash has gotto be maintained in 
the hands of the Cashier or a subordinate clerk termed the Petty 


- 


101 


Cashier. The small sum is known as Petty Cash. By 
experience, the Management ofa firm knows the average 
weekly expenditure on petty expenses and instructions 
are passed that such an average may be fixed as the “Imprest”’ 
which the Petty Cash keeper should have on hand in the 
beginning of every week. During a week, the petty cashier 
goes on paying the petty expenses, On the last working day 
of the week or the month he totals the expenses and receives 
from the cashier an equivalent amount. Thus on the opening 
day of the next period, he starts with the “Imprest,’’ once 
again. | . ee eS ONES ee 
There are two methods that may be adopted to record the 
expenses paid by the Petty Cashier :— a RC cos eee 
1. One method can be to journalise each transaction and 
post each item in the Ledger. This method entails -much 
unnecessary work which can beavoided. = = - = 
2 The better method isto maintain an-analytical-Petty 
Cash Book. Work is economised, because the Petty Cash ‘Book 
serves as the Petty Cash Account,_and no.separate account is 
opened in the Ledger. Each item of expenditure is analysed 
aud entered under the proper head of expenditure. Each 
column is totalled at the end of the fixed period and the total is 
entered to the debit of the relative account in the Ledger. 
Sometimes small Ledger Accounts are paid from Petty Cash, 
or payments are made for Furniture, Tools or other things 
which are marked as part of the assets of a firm. In such cases, 


_ the Petty Cash Book includes a Ledger Column. Where an 


item of expenditure does not fall in any one particular column 
of the Petty Cash Book, it is placed under thé column of 
**Sundries’*. . ares ae As | 3. GUA RPS ae Cees : 

Illustration :—F rom the undermentioned particulars, write 
out Petty Cash Beok on the Imprest system and in analytical 
form and explain the Double Entry of this Book. - | 
~ On ist January, a cheque was:drawnifor ks. 75 for Petty 
Cash. On 2nd January, Stamps value is. 22-8-0 were bought 
and Carriage on “ Goods Sold’ was paid to the G.I.P, Railway 
Co, Rs. 5-100, paper and ink were purchased for Rs 3 9-0 and 
carriage on goods ks. 1-2-0 was paid to C.P. & Co.; Rs. 11-40 


was paid for cleaning. On 3rd January Ks.'1-5-U was paid in 


gratuities and Annas 6 for string. On4th January, Office Statf 
had tea at a cost of Rs. 48-0 and carriage was paid to B.B. & 


~@.1. Railway Rs. 3-7-0. On Sth January, a te'egram was sent 


atacost of Rs. 5-4-0 and on 6th January, sunary stationery 
was bought at a total vost of Rs. 10-9-0. 7th January was a 
Sunday. — | fie he Oe 


Close the Petty Cash Book, bring down the balance and 


‘show how the further imprest cheque received will appear, 
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Exercise 12. 
Enter the following transactions in proper subsidiary 
Books, post to Ledger and extract trial balance :— 
On Ist July 1941, my books were opened with these 
balances :— 








° Rs. | Rs. 
Petty cash in hand ... 75 | Bills Payable 2,450 
Cash at Bank : 8.500 | Due to: 
Stock of goods 9,250 Gordon Woodroffe... 2,000 
Bills Receivable 1,320 Fritz Basile of Paris 1,500 
Due by: - My capital 18,515 
Alfred Boyd us 670 
P. Orr of Chicago .. 3,150 
G. Natesan 1,500 
24,465 24,465 


Note :--B/R and B/P balances appearing in the Ledger are the 


results of past transactions already entered in the 
B/R and B/P Books and should not be re-entered in 


these books. 


July 2 Accepted Gordon Woodroffe’s B:ll at 2 m/s 
Drew on Alfred Boyd a bill at 2 m/s. 
5 Purchased from Ralli Bros. goods ; 
Gave them cheque Rs 3.000 and my pro- 
missory note at 2 m/s. Rs, 2721-8-0; 
earned discount 
Paid out of petty cash for carriage - 
8 Drew a3 m/s. draft on P. Orr of Chicago 
and sentin tothe Bank for credit of 
account 
9 Bank charged commission on P., Orr’ 3 
| draft 
10 Advised Bank to remit by a draft on Paris 
to Frtiz Basiie as 
Bought stamps from petty cash 
{1 Our bill payable due to-day was paid by 


ts the Bank 
412 Sold goods to G. Satowgr 7 Bees 

% = to Ralli Bros. 

ts 13 G. Natesan sent mehis Promissory Note 

ape af} 1 month eee 

15 Our B/R collected at Bank peer 

af 16 Our 3/P paid at Bank to-day | EB 
sh _ Received cheque from Ralli Bros. ate 
a ep lewed themdiscount .., - 





Rs. 
2,000 
670 
5,700 


28 

5 
3,150 
a9 


1,500 
15 


2,000 
1,500 
2,750 


3,000 


1,000 


2,615 
33 


A. PB; 


0 
0 
0 


So @ 


Qooorcoe ooo oo =) —) 


0 
0 
0 


© © 


qQooococo ooo co S&S & 
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Rs. A. P. 

July 18 Bought from Gordon Woodroffe goods ... 6,798 0 0 

Paid for stamps from petty cash 15 0 9 

- » Paid train fare to clerk from petty cash, 0 2 0 

20 lnvoiced goods to P. Orr of Chicago ... 3,000 0 O 
21 Sent our acceptance at 3 m/s. to Gordon 

Woodroffe and - 6448 0 0 

< earned discount 350 0 Q 
22 I drew for personal expenses from petty 

cach | a 15 0 0 

23 Sold goods to Alfred Boyd oe 550 0 9 





inte Yok will fauuide a Purchases Book, a Sales Book, a 
Bills Receivable Book, a Bills Payable Bnox, a Petty Cash 
Book, a Journal and a Cash Book besides the Ledger. Take 
two journal sheets. Use the top half of one for the journal 
and the lower half for the Purchases Book and the Petty Cash 
Book.. Use the second one for the Sales Book, Kills Receivable 
Book and Bills Payable Book. You will have to rule the 
columns for the Rills Receivable and Bills Payable Books as 
shown on pages 96 and 98. Take one Cash Book sheet and 
give proper headings to the columns. Go over the exercise and 
make out a list of accounts to be opened in the Ledger, begin- 
ning with the Capital and Drawing Accounts of the proprietor. 
Compare your list with the list givenin the Trial Balance at 
the end of the Hints. Take two Ledger sheets and open these 
accounts providing sufficient space for each account. 


July 1, You will have to journalise the opening entries :— 


Rs. Rs. 
Petty Cash De. 3 Wo 
Bank _ Dr. 8,500 
__. Stock Account Dr. 9,250 
” Bills Receivable Account Dr, “dee 
. Alfred Boyd Dr. 670 
P. Orrof Chicago Dr. 3,150 | 
.. G. Natesan — Dr. 1,500 | 
To Bills Payable 2,450 
- To Gordon Woodroffee 7 2.000 
: To F. Basile of Paris — 1,500 
a To Capital Account. 18,515 


24, 165 24,465 








pare? are to the Petty Cash Book and enter the opening 
~ . ..* palance ‘To balance Brought Forward’’. Simi- 
~ » >.» larly enter the Bank balance on receipt side of 
6 6 ce. Sash Book “‘ ‘lo Balance Brought Forward.” 


ie 
* 
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July 1. Goto the Ledger and taking each account one by 
one as entered in the journal post the opening 
balance in each account. Take care to post the 
debit balances on the debit side with the words 
‘*To Balance Brought Forward” and the credit 
balances on the credit side with the words “ By 
Balance Brought Forward”’. 


2. The acceptance given to Gordon Woodroffe is to be 
entered in the Bills Payable Book; Account of 
Gordon Woodroffe is to be debitad. 


2. Bill drawn on Alfred Boyd is to be entered in the 
Bills Receivable Book ; Account of Alfred Boyd is 
to be credited. : 


Value of Goods purchased is to be entered in the 
Purchases Book; account of Ralli Bros. is to be 
credited. 

5. Payment of cheque and discount earned are to be 
entered in the Cash Book. Account of Ralli Bros. 
is to be debited. 

Promissory Note given to Ralli Bros. is to be entered 
in the Bills Payable Book. Account of Ralli Bros. 
is to be debited. . 


Payment for carriage of goods is to be entered in the 
Petty Cash Book both in the total column and 
analysis column. 


Draft drawn on P. Orr is to be entered in the Bills 
Receivable Book; account of P.Orr is to be 
credited. 


As the draft is paid into Bank, the value is to be 
entered on receipt side of Cash Book, bank column 
* To Bills Receivable’; Bills Receivable account 
is to be credited “By Bank ”’. 

For Bank charge, enter on the payment side of Cash 
Bock, bank column, ‘By Bank Charges”, Bank 


Charges Account in the Ledger is to be debited 
“To Bank”. 


10. Remittance of Rs. 1,500 to Fritz Basile through the 
Bank is to be treated as issuing achegue. Enter 
on payment side of Cash Book, bank column “ By 

| = Kasile '", Debit account of Fritz Basile “ To 
pcteh titer Bank Voss «.- 


cr 


20 


7 


Bi se Value of stamps purchased is to be entered in the 
t @ilob bas 3 Petty Cash Book, both in the total column and 
«analysis column for postages. 45699) 


ea 
ae 
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July 11. The Bills payable for Rs. 2,000 is paid by the Rank. 
tis to he entered on payment side of Cash Book 
‘By Bills Pavable”’ Bills payable account is to be 

debited “To Bank”. 

12. Value of goods sold is to be entered in the Sales 
Book ; account of G. Natesan and of Ralli Bros. 
are to be debited “To Sales"’. 

13. Pro-Note received from G. Natesan jis to be entered 
in the Bil's Receivable Book; Account of 
G. Natesan is to be credited “ By Bills Receivable”. 

15. This collection of Bills Receivable is to be entered 

: on receipt side of Cash Book Bank column “°° To 
Bills Receivable ’’. Bills Receivable Account is to 
be credited “By Bank”. 

16. Payment of Bill Payable at Bank, is to be entered 
on payment side of Cash Book in the Bank column 
“By Bills Payable”; kills Payable account is to 
be debited “To Bank ”’. 

16. Enter cheque received in the Bank column and dis- 
count allowed in discount column on receipt side 
of Cash Book ; credit account of Ralli Bros. ‘*’ By 
Bank Ks. 2,615; By Discount Rs. 35. 

18. Enter in the Purchases Book and credit account of 
Gordon Woodroffe. Enter the value of stamps 
purchased as well as tram-fare paid in the Petty 
Cash Book both in the total and analysis columns. 
Tram-fare to be analysed as Trave!ling Expenses. 

20. Enter in the Sales Book and debit account of P. Orr. 

21. Enterinthe Bills Payable Book and debit account 

, of Gordon Woodroffe. Entry for discount will be 
journalised in the Journal. As cash is not paid, it 
cannot be passed through Casn Book. 

99. Enter in Petty Cash Book in Ledger column “ By 

_ Drawing account’’ and debit Drawing account 
**To Petty Cash.” 

93. Enter in the Sales Book and debit account of Alfred 

Boyd. 

Final Entries: | | 
1. Take the total of the Purchases Book and debit the 
Purchases account © To Sundries as per Purchases Book total.” 
9 ‘Take the total of the Sales Book and credit Sales 

account “ By sundries as per Sales Book total.” 
3. ‘Take the total of the Bills Receivable Book and debit 
Bills Receivable account © To Sundries as per Bills Receivable — 

Book total,” oe 


Si OT ie <> fs 
Pe «ae “4 u, 
SO ate nee Pe 
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4, Take the total of the Bills Payable Book and credit 


Bills Payable account “ By sundries as per Bills Payable Book 
Total.” 


5. Take the total of the Discount columns in the Cash 
Book. Debit the Discount account with the total Discount 
Allowed ; credit the Discount account with the total of Dis- 
count Kéceived. 

6. Take the total of the analysis columns of the Petty 
Cash Book and debit the Carriage account, Postages account 
and Travelling Expenses account with the respective totals 
“To Petty Cash. ” 


7. Balance the Cash Book and the Petty Cash Book and 
all Personal Accounts. 


8. Extract a Trial Balance and compare it with the 
Trial Balance given hereunder :— 








| Dr. Cr. 
a Rs. A. Rs. A. 
&% Capital A/e = 18,515 0 
-- Drawing A/c Be 15 0 a 
-- Bank A/c © 8,290 0 
.. Petty Cash A/eo | i 24 14 iss 
¢ Stock A/c ~ ooo | Beaou -U 
+ Purchases A/c~ | s» | 12,548 0 ia eS 
»-Sales A/c . tas - 7,800 0 
-@ Bank Charges A/c ade 25 0 ip 
» Bills Receivable | soe | #990 0 oa 
4 Bills Payable -S i 11,169 8 
 @ Discount Allowed ik pbs 30 «(0 ee 
_ Discount Received Li +3, 378 8 
 eeCarriage ~ $3 5 0 4; bil 
. » Postages | ai 30 0 i 
_»- Travelling Expenses aa 0 2 i 
_& Alfred Boyd tx 900 0 EP 
P. Orr } | 3,000 0 i 
G. Natesan .. | 1,000 0 a 
Gordon Woodroffe 
F. Basile 
Ralli Bros, 100 0 


Total 37,863 0 37,86 063 0 


CAAPTER XI. 


Preparation of Final Accounts. 





Trading and Manufacturing Accounts. t 
Profit and Loss Account, and 
Balance Sheet. 


Final Accounts are prepared at the end of a fixed account- 
ing period, to find out the gross and the net profits tor the period. 
As a preliminary, a Trial Balance has to be extracted and on 
the basis of an agreed Trial Balance, the Accountant prepares 
the Final Accounts. . 


The debit balances of a Trial Balance represent either 
Assets or Losses. If the debit balance of any account is re- 
coverable, it is an asset; if itis not,it isa loss. Items suchas 
Cash, Bills Receivable, investments, Goods, Lands, Buildings, 
Furniture, Sundry Debtors are all realisable. Items of expen- 
Giture paid and incurred as salaries, carriage, Kent, Wages, 
‘Taxes are all not realisable. All assets appear on.the Balance 
Sheet. All losses find their place in the Trading and Profit 
and Loss Accounts. 

The credit balances of a Trial Balance represent either 
Liabilities or gains. If the credit balance of any account is 
payable, itis a liability; if itis not,itisa gain. Bank Over- 
drait, Sundry Creditors, Bills Payable, Loans, Outstanding 
Salaries are all payable by the business; items of income like 
Interest, Discount, Commission, Rent are gains. All liabili- 
ties appear on the Balance Sheet; all gains find their place in 
the Trading and Profit and Loss Accounts. 7 

The Final Accounts of a Trading Concern are divided into 
two sections :— The first section is called the Trading Account 
and the Second section is calied the Profit and Loss Account. 


The Trading Account is intended to find the Gross Profit. 
Gross Profit is the difference between the cost price of the 
goods and turnover (sales). The value of the purchases and all 
other expenses which directly add to their cost, such as 
Freight Inwards, Carriage Inwards, [mport Duties, Wages or 
expenses paid to get the purchases into fit condition for sale, 
and any other expense that would add to the cost of the pur- 
chase, find their place in the Trading Account, ou its debit 
side. The goods that remain unsold on hand are valued at the 
purchase price or at the market price whichever is less. The 
value of sales and the value of closing stock on hand find their 
place in the Trading Account on its credit side. Purchases are 
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reduced by the value of Purchases returns and the Sales are 
reduced by the value of Sales Returns and the net values only 
are taken to account. The difference between the two sides of 
the Trading Account will be either Gross profit or Gross Loss 
and is carried forward to the Profit and Loss Account. 


The Rrofit and Loss Account is intended to find the net 
profit, or the net loss. Ali establishment charges and selling 
and distributing expenses, such as Kent, Rates, Salaries, laxes, 
Interest, Carriage Outwards, Insurance, Unproductive Wages, 
Advertising, Printing, Stationery, Bad Debts, Discount Faid, 
find their place in the Profit and Loss Account on its debit 
side. Discounts Kecesived, Commission earned, Rent Earned. 
Interest Earned and any other such item of income find their 
place in the Profit and Loss Account on its credit side. The 
difference between the two sides of the Profit and Loss account 
is either net profit or net loss and is transferred to the Capital 
Account of the Proprietor. 


Distinction between a Trading and Manufacturing Account :— 
Strictly speaking, a Manufacturing Account deals only with 
raw materials and manufacturing expenses. One theory is 
that the Manufacturing Department exists solely for the 
benefit of the Selling Department and that the latter is under 
an implied obligation to take over the Factory output at actual! 
Gost whether such cost is higher or lower than the current 
prices. Where this theory is accepted the Manufacturing 
_ Account shows neither Profit nor Loss. The cost of production 
as determined by the Manufacturing Account is transferred to 
Teading Account. Another theoryis that the Selling Depart- 
ment should not be compelled to take over goods at prices 
higher than at which they could be purchased elsewhere. The 
corollary to this is that the Manufacturing Department should 
charge its output to the Selling Department at current trade 
prices, irrespective of the cost of production. Where this 
principle is followed, the Manufacturing Account will show a 
balance which will represent either Profit or Loss on production 
and will be transferred to Profit and Loss account. 


A Trading Account properly so called deals only with 
finished goods whether manufactured or purchased, and covers 
such expenses that are incurred to bring the purchases to the 
Sale Kooms and thus go in the formation of the cost price. It 
will help the students to prepare the Final Accounts correctly 


if he follows the interpretation of the various terms that is 
hereunder given: | 


___ Stock: ~The stock at the opening of the period is tobe 
differentiated from the stock at the closing period. The student 
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should adopt the practice of calling the first as ‘‘ Stock at Start’ 
and the second “Stock at finish”. The Stock at start is 
found inthe Trial Balance. The Stock at finish is outside it 
and is generally mentioned in the adjustments. The value of 
both the stocks find their place in the Trading Account. The 
stock at start is debited to Trading Account; stock at finish is 
credited toit. The Stock at finish also appears on the Assets 
side of the Balance Shect. 


Purchases and Purchase Returns :—Purchases Account shows 
the total value of the Cash and Credit purchases made by 
the firm for resale. It is not correct to put the Purchases 
on the debit side of the Trading Account and Purchases 
Returns on the credit side of it. The Trading Account should 
be prepared, as a matter of practice in double columns. The 
value of the gross purchases should be placed in the inner 
column and the value of the returns should be deducted there- 
from and the net value brought out in the outer co!umn on the 
debit side of the Trading Account. 


Trading A cceunt. 


To Purchases ... | Rs. 2,25,000 0 0 
Less Purchases 
Returns ae 5 2,200 0 0 
——_—_— -—— | Rs.2,22,800 0 0 


Sales and Sales Returns:—Sales account shows the total of 
the Cash and Credit sales made by the firm, The Sales and the 
Sales Returns are to be brought together on the credit side of 
the Trading Account in the inner column. The Sales Keturns 
should be deducted from the Gross Sales and the net value 
should be brought out in the outer column: 


Trading Account. 


By Sales ee Rs. 3,12,000 0 0 
Less Sales 
Returns ese vo Bao ue ae 
BIO too ay pag o9' 

Students should make it a practice to Jook for the Returns 
before they enter the vaiue of Sales and Purchases in the 
Trading Account so as to avoid the uecessity for subsequent 
alterations. 


Freight, Carriage and Cartage:—Freight is the charge for 
conveyance of goods by sea; carriage is the charge for convey- 
ance of goods by land; cartage is the charge for carrying 
“goods from the docks to the warehouse or from the warehouse 


, 
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to Sale Rooms or to the buyers’ shop or buyers’ warehouse. 
Cartage is generally merged in the Carriage Inwards or the 
Carriage Outwards account, accordirg toits nature. These 
charges should be carefully analysed. Those relating to goods 
purchased should be debited to Trading Account Those re- 
lating toegoods sold should be debited to Profit and Loss 
Account. 


In exercises and examination work where carriage is not 
specificaliy described as either inward or outward, it is gener- 
ally assumed to be inward if the student places the Carriage 
in the Profit and Loss Account, he should protect himself with 

a note explaining that he has assumed the Carriage to be 
eae 


Wages and Salaries:—Wages are classified as Productive 
and Unproductive. Productive wages are those which are a 
direct charge on the cost of manufacture or productisn. Some- 
times a business house, although it does not manufacture, buys 
goods in one condition and employs persons to clean, sort, 
grade and pack them in another condition for sale; such wages 
are undoutedly Trading wages. The term ‘°° Manufacturing 
Wages” signifies Wages paid to the Factory Workmen and 
Staff. Salaries when paid to the Factory staff ‘are to be 
treated as Productive Salaries. Whena separate manufactur- 
ing account is not prepared such wages and salaries are debited 
_ to Trading Account. 


Non-productive wages are the wages of Shop-cleaners, 
repairers, night watchmen, cartmen, etc. 


When wages are not specifically described as productive 
or unproductive, they are to be assuined as productive and are 
to be debited to Trading Account. 


Salaries when they are not specifically described as pro- 
ductive, they are to be treated as unproductive and are to be 
debited to Profit and Loss Account. 


When salaries and wages appear as one item, they are to 
be assumed as vod gece hee and debited to Profit and Loss. 
| Account, a 


Discount Se ehecunts bantvet and Diseaunee Paid should 
be differentiated. The former should be credited to Profit and 
Loss Account and: the later should be debited to it. 


Tools _—This item is one of the ree They can be treated 
in the same manner as Plant and Machinery. But sometimes 
‘the opening stock of ionse tools is given in the Trial Balance 


4 
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and the value of the loose tools as on the closing date is shown 
in the adjustments. The difference between the opening value 
and the closing value, if the former is higher, may be treated as 
depreciation on tools and debited to Profit aud Loss Account; 
appreciation in value if any has tobe credited to Profit and Loss 
Acsount. Alternatively, the Opening and Closing, values of 
Tools may be treated in the same manner as the opening and 
closing stock of goods and placed on the debit and credit sides 
of the Trading Account. 


Loss or gain on sale of an asset:—-Any loss or gain on sale of 
an asset, as a part or as a whole, must be clearly specified so as 
to differentiate it from Trading Loss or Gain and should be 
transferred to Profit and Loss Account. 


Stationery, Advertising, Insurance, Telephone Charge :-..These 
items are to be debited to Profit and Loss Account but before 
this is done, they require to be scrutinised. If bulk of station- 
ery is carried forward to the new year, the expense has to be 
apportioned between the closing period and the opening period. 
The share for the closing period is to be debited to Profit and 
Lass Account and the share for the opening period is to be 
carried as an asset to the Balance Sheet. 


In respect to advertising, a programme may have been pre- 
pared and although the charge may have been paid for, the 
advertising may be expected to have its real effect in the ensu- 
ing period. In such circumstance, this charge may also be 
apportioned ; a part debited to Profit and Loss Account and the 
balance carried to the Balance Sheet as an asset. 

Insurance and Telephone charges are paid for periods of a 
year from date to date, which may not synchronise with the 
accounting year of the business. The charge upto the closing 
date of the accounts is calculated in the proportion to the full 
charge and is debited to Profit and Loss Account and the 
balance is carried forward as ‘ Pre-paid’’ and appears on the 
Balance Sheet as an asset. : 


Closing Journal Entries:—-A transfer of any value from one 
account toanother account has to be preceded by a proper 
Journal entry. The Journal entries that are necessary to 
transfer the balances to Trading and Profit and Loss Accounts 
are known as Closing Journal Entries. 

They ere— 

1. Entries necessary to transfer Stock at start, Stock at 
finish. Purchases, Sales, Purchases Returns, Sales Returns, 
and other productive costs to Trading Account. 


2. Entry necessary to transfer Gross Profit or Gross Loss 
from Trading Account to Profit and Loss Account. 
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3. Entries necessary to transfer items of f expenditure and 
income to Profit and Loss Account. — : 


4. Entries necessary to transfer Net Profit. or Loss from 
Profit and Loss. Account to Capital Account. or Accounts. . 


>. . Entries necessary to transfer balance: of. ames 
Account té6 Capital Account. 


Adjusting eeaal Entries. 
They are— 


‘1. Entries necessary to apportion income and expenditure 
between closing and ensuing period. 


9. Entries necessary toadjust Reserves by transfers. : to 
and from the Profit and Loss Account. ; 


3 Entries necessary to correct errors. which . are detected 
after the Trial Balance has been extracted. 


4 Entries necessary to carry to the accounts fe the 
closing period items: of incomes-that have accrued’ but not 
received and items of expenditure that have been anounrent but 
not paid. , 


Preparation of Trading ded Profit and Loss Account. — 


illustration :—Take the Trial Balance that you have extract- 
ed for Exercise 1? and that is givenon page 103 of the Text and 
from. the balances given therein, prepare a Trading and Profit 
and Loss Account and a Balance Sheet and complete posting of 
Ledger qoounte. 


Hints: rd can never prepare a ‘Trading anne res 
the value of the stock on hand on the closing date is given to 


you. For your working, you can take the value of. stock on 
24rd July as Rg. 15,300. ee ae 


Step 1:—Open the Ledger for Exercise 12.. Take.a‘fresh 
ledger sheet and open Trading Account on the top half portion. 


Step 2:—Open the Journal) for Fxrercise 12.and Os ites 


the items, to be transferred to eeuit of Frading Account a3 
under: , 


‘Trading eee  “Dr.| Rs. 21,803 fe 5 
To stock Account (at start) Rs. 9,250 
, Purchases Account. | - * vs cnade syy--19,548 
» Carriage Account 7 tatodeA pool hie bhart op § 


Go to.the Ledger, debit the Trading Account, and credit 


the Stock Account, Purchases Account and Carriage ‘Account, 
15 ~s 
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Step 3:—-Take the journal sheet and journalise the items to 
be transferred to credit side of Trading Account as under: 





Sales Account Dr.| Rs. 7,80° 
Stock Account (at finish) Dr. ee 
To Trading Account Rs. 23,100 





Go tothe Ledger; debit the Sales and Stock Accounts; 
credit Trading Account. 


Step 4:—The sales side of Trading Account reveals a 
surplus of Rs. 1.297 over the Purchases side. Take the Journal 
sheet and journalise : 


Trading Account Dr. 
To Profit and Loss Account 
being Gross Profit 


Rs. 1,297 








Rs. 1,297 


Debit the Trading Account with Rs. 1,297 ; take totals on 
equal level and close it, because both sides’ totals will be equal. 
Immediatety under the Trading Account, open the Profit and 
Loss Account and credit it with Rs. 1,297; ‘* By Transfer from 
Trading Account.” 


Step §:—Take the Journal Sheet and journalise the items 
to be transferred to debit side of Profit and Loss Account as 
under: 


Profit and Loss Account Dr Rs. 90 2 0 bie 
Rs. 


-" To Bank Charges 295 0 0 
"4, Discount —_. ‘ |, 35 0 0 
». Postages | , | | , 20. 2° 9 
» Travelling expenses Gs ke hia 


Debit the Profit and Loss Account and credit the Bank 
charges Account, Discount Account, Postages Account and 
Travelling Expenses Account. 


Step 6:—Take the Journal Sheet and journalise the items 
to be transferred to credit side of Profit and Loss Account as 


under: | 


‘Discount Account ‘Dr.| Rs. 378 8 0 
P To Profit and Loss Account Rs. 378 8 0 


Pest to Profit and Loss Account and Discount Account. 
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Step 7:—The credit side of Profit and Loss Account ig¢ 
higher than the debit side by Rs. 1,585-6-0. This figure re- 
presents Net Profit and has to be carried to Capital Account. 
Journalise as under: 


Ress. Ae £. Ka, A, ke 
Profit and,Loss Account Dr.| 1,585 6 0 
Lo Capital Account 1585 6 0 








Post to Profit and Loss Accouni and Capital Account. ba 
Step 8 : -Total both the sides of Profit and Loss Account on 
equal level. Close it by double lining the totals. 


Step 9:—To transter the balance of Drawing Account to 
Capital Account, journalise a Be under : 





~ Rs. A. P. wie 
Capital Account Dr. 15 0 QO | 
To Drawing Account | 15 0 0 





Post c Capital Aveotint anil Diawing Account. 
Step 10:— Balance the Capital Account. Ils will show a 
credit baiance carried forward of Ks. 2U,085-6-0, 


Step 11:—Balance the Stock Account. It will show a 
debit balance carried forward of Ks. 19,300 | 


Step 12:—Close the Drawing Account and all Income 
and Expenditure Accounts, by taking totals on equal level — 
by double lining the totals. 


Step 13:—Lxtract a fresh Trial Balance as preliminary to 
preparation of Balance Sheet. E 


Compare your Trial Balance with the following : 


Dr. Ge. : 

Ks. A. P. Rs. A, Pp, 
Capital 4 ee ods 20,085 6 0 
Cash at Bank we 8,290 0. 0 “ms 
Petty Cash ey (te? fer epee 
Stock of Goods i ae,c00 .0 9 a 
Bills Receivable o«. ©«©.-«d , 990 0 «0 bes 
Bills Payable ‘a = 11.169 8 0 
Alfred Boyd mn 550 0 0 2 
P. Orr | - 3,000 0 0 5 
G. Natesan | «- 1,000 0 0 we 
Ralli Bros. Be 100 0 Q 


LAS aw age ASS 


ELAR USER 
Total .., 31,254 14 0 31,254 14 0 


’ > art wpe & 
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Balance Sheet : due cd eee treet ; 


The Balance Sheet has to be prepared after the Trading 
and Profit and Loss Accounts are prepared. The debit and 
credit balances that exist in the Ledger after the Profit and 
Loss Account is constructed, are set outin the pede)! of a rh vax? 
ment Classified as °° Assets and Liabilities age . 


The chief object of any Balance Sheet should be to disclose 
the true estimate of the financial position of the business as on 
agiven date. If this object ig to be served, it is necessary 
that the assets and liabilities that ajpear on the Balance Sheet 
should be first correctly valued. If assets are over-valued or 
liabilities’are under-valued or omitted, the profits would be un- 
duly inflated. If assets are: under:valved. or liabilities are over- 
valued the profits would be unduly deflated. 


| Proper depreciation should be provided for all ‘Fixed 
Assets,:- and. Floating Assets should-be valued at cost or 
current market price whichever is lower. both valuations 
should be made on the basis of a going concern. . 


ie of Balance Sheet :—As Carter says: “Not only upon 
the form, but also upon the nomenclature of the Balance Sheet, 
4hére has raged a protracted, and at times, acute contraversy. 
A Balance Sheet, not being an Account, - does not require to -be 
headed with the contractions "Dr"! and ‘Cr’’, while the words 
“To” and ‘By.’ prefixed to the ‘ liabilities and assets’’ Fespey 
tively are equally superfluous.” 


A proper whéading should always be given ski bi wae oft 
Sheet. The name ot the Firm ‘and the date on which. the 
Balance .Sheet.is constructed should always be shown. The 
Liabilities and the Assets should be set out in proper order. 
A well constructed Balance Sheet will reveal :— 


(1) whether the business is run at a profit or loss, 


=*(2) the structure of the outside liabilities of the firm, as 
against the liability to. the Proprietor, 


(3) the. adequacy of the fluid assets as sagainst ria outside 
Hiebilities; . 


(4) wdeeeies Hig fixed assets are stupety depreciated and 
taken at their proper values, 


6) whether » Proper - provision is weld for doubtful 
debts, and eens 
2 _ (6) any, other Jaformation that would help in arriving at 
eo a estimate of the business. | 
| * 
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‘To this énd, the Balance Sheet should be always drawn ir 
double columns. The left-hand side of the Balance Sheet is 
| headed ‘Liabilities’? and the right-hand side is headed 
“Assets ”.5 | foe 


‘“ Ordes of stating Assets and Liabilities:—There are different 
methods in vogue. By one method, the assets are arranged in 
the order of realisability, i¢., the order in which they can bé 
converted into cash. When arranged by this method, the 
ot will appear on the Balance Sheet in the following 
order :— | 


Cash on hand 
Cash at Bank® 

Investments: ~ 
Bill Receivable | 
‘Sundry Debtors 

_ Stock on hand 
Furniture and Fixtures 
Plant and Machinery 
Land and Buildings . 
Prepaid expenses ... - 


The Liabilities are arranged in the order in. which. they 
are discharged, that is, paid off with cash realised by the sale 
of the assets. .The order may be from the least pressing to the 
most pressing or vice-versa and the arrangement willbe;  - = 


Capital if 
_ Reserves'- : 
-- Loan from proprietor 
Income received in advance — 
Outstanding expenses 
Creditors — “ 
. Loans from outsiders 
Bills Payable ~ 
Some times, the assets are grouped as “Fixed Assets.” 
and “Floating Assets’; the Liabilities ere grouped as ‘‘Liabili- 
_ ties to the Proprietor "’ and © Liabilities to outsiders”, - °-- 
«How to value Balance Sheet:—The balance sheet reveals 
whether the business of which it gives a pictvre is solvent or 
‘<jpsolvent,. This pointis determined by the excess of agsets 
: * 


‘a 
Gare 
ae eX > 3 
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over outside liabilities. From this angle, the size of the 
Proprietor’s Capital is important, as Capital itself is the excess 
of assets over liabilities. A firm should not overtrade If the 
total of Sundry Creditors along with Bank Overdraft if any is 
greater than the liquid assets, (the resources readily available 
to pay them) the position of the firm may be considered as 
financially unsound. Where debts are contracted without 
sufficient means of payment, the firm is said to be overtrading. 
A firm must maintain a certain liquid position for current 
expenditure and should not lock up the capital in fixed assets. 
Otherwise the firm will be compelled to work on borrowed 
capital and interest on it would absorb the profits. A concern 
should be sound as much as solvent. 


The proprietor should not draw away the profits for his 
personal expenses but shou dretain afaic part of it for the 
capita] to grow as business progresses. 


The Balance Sheet of a properly conducted businesshouse 
will also reveal that proper provision is made for Doubtful 
Debts and Discounts Pavable and Receivable, and that all fixed 
assets are properly depreciated. 


lilustration : 


Balance Sheet of (Name of the Firm) 
BS Oe rcccsrers (Datesviceee AIG) 




























~ Ltabilities.-- } - © Assets. 
| Re Rs Rs. Rs. 
Capital Cash on hand esol, 3 MEERA 
Balance as on Open-| Cash at Bank Or ed Ly 
jing date ee BA. Lose lcetnpamwat wa ree 
Add Interest —_* Investments is *eaee 
Add net profit for the Bills Receivable ... eerre 
period = Sundr: Debtors ...| ****** 








Less Reserve for... 
Doubtful Debts  ...; ***** 
eee | FREE 
Sock on hand wie , **aeee 
Furniture & Fix- 


$eeRe 


Deduct Drawings ...| ***** 
Green 





Loan from Proprie- 








tor Oe keR tures o.| eee 
Any Income received Less Depreciation ...| ****# 
in advance vdindiinches Ee exe gee 
Outstanding E x. Plant & Machinery| ****** 
penses ye: *#*** I Less Depreciation ...| *###* 
Sundry Creditors .. oneen® ee tet 
Loans or Bank Over- Land and Buildings) ***«** 
_ draft sé) «ee#* | Less Depreciation ...| ***** 
Bills Payable — Pens ee Sie +e HORS 
Prepaid Expenses ... [ea genee 
eae Petgerce 


RRKORR 


Av 
= 
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SOLUTION : 7 
Trading Account, Profit and Loss Account and Balance 
Sheet of Exercise 12. | haf 


“y Trading Account 











i; » 
kicseriveh 























Rs. A. ; | . Rs. A. P. 
July 23\To stock at start} 9.250 0 eens 23 | By Sales | 7,800 0-0 
;, Purchases ...\12,545 0 0 »» stock at dy 
» Carriage 5 0 0| | Close 115,300 0 0 
ee ee ee | 
Account | 
being Gross | aie 
Profit 1,297 0 0: | 
23,100 i | 23 100 100 0 0 
Profit and Less Account 7 
H | : 4 mph 
July 23 | To Bank | Rs A. July 23 | By Treading Rs. A. P. 
5 ed 20 0 x gpicenant 1.297 0 0 
»» Discount | » Discount — | 
Paid...; 35 0 0 earned...; 378 8 0 
» Postages ... | 30 0 0) Sith ier Saoesr- 
» Travelling | | 
Expenses... | 02 0 
», Capital 
Account 
(Being Net 
| Profit) 1,585 6. 0 eae 
| 4,675 8 0 "1675 8 0 


Balance Sheet of...... 


LIABILITIES. Rs. A. Rs. | ASSETS. 





..as on 23rd July 19.. 








Rs. A. Rs. A. 

Capital : Cash on hand .. 24 14 

Balance on open- Cash at Bank ..} 8,290 a 
ing date | 18,515 " ; | noes meme! 85314 14 
Add net profit...) 1,58) 6 Bills Receivable. Ba 2,990 0 
tinal | Stock of goods... 15,300 0 

| 20,100 § Sundry Debtors. : ar Vee 

Less Drawing...) 15 0 Alfred Boyd... 550 0 

moet | 20.085 61 P Orr “ees! «3,000 0 

Bills Payable ... 11,169 8G. Natesan .,..{ 1,000 0 

3 Ralli Bros... ... 100 Q 
——- meme! 4650 
31,254 14 | | 31,254 14 
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Exercise 13. 


From the following : balances appearing ‘in. Kapadia’ 8 
Ledger prepare Trading and Profit and: Loss Account :— 


| SRR Net naSASEEISEERCET ANRE IEE DBE PIRI NET LS eS LE LEE ALLAN iN BY I ili RA RC SOR EP Ut RB inter 


fae x2 7 et Rs, 
Discount allowed rs "30 00 ' Bad Debts . ich. US 
General expenses ce 13.700 | Salaries sie 29,2'10 
Wages (Manufacturing) .. 92,940 | Insurance ame ee 
Rent, Rates and Taxes. ... . -35,000 | Purchases as Dede 2B, kL 7620 
Discount Received dae 5,200 | Sates Returns « © | ase 25,300 
Stock Ist Auguest 1944 ... 1.07.640 | Purchases Returns .-.... 22,450 
Sales eco §©=— 4, 73,600 ! 





Stock on hand on 31st July 1945 was valued at Rs. 95,500. 
SOLUTION : 


First-part of closing Journal entries-will be: 





: Rs. Rs. 



































Trading Account . Dr. 4,357,500 
To Stock Account : as 1,007,640 
,, Purchases‘Account |. oe Hio8') 49s }d Bee 
», Sales Returns Account oe] PP; 25,300 
», Wages Account : a 2 4: 92,940 
Sales Account | Dr. | 4,75,690 
Purchases Returns 3 7 | 22,450 
Stock Account (Closing) i + 95,500 
To Trading Account : =F | } 5,93,550 
Trading Account “Dr.| - 1,56,050 
‘To Profit and Loss Account RS ae . 
~ “‘peing Gross Profit transferred | 1,56,050 
Second pie of Closing Journal entries will be : | 
; : oe = ees 4 . Rs.« 4 a rf i Rs. 
Profit And tas Piesbunk 7 | Dr. 94,500 
To Discount Allowed -: ves : 9,500 
, General expenses’) =. i Seg ~ 13,700 
2 ” Rent, Rates and Taxes ee ai 35,000 
, Bad Debts 4 es é 2, 9/290 
eee ae BOGS ooo Cae Seah 25,200 
» Insurance pero ret get ted 25 ee lca ea ee 1,900 
Discount Received " Grint oTDp | 5,200 4 Rees 
to fie and Loss ‘Accoaht | Nei 5,200 
“Profit and Loss Aochunt ‘ “DE, a 66, 750 
‘Pra it Capital: Account: ~ apart asian tee ki. fe bento PS 
(being Net Profit  ieanasectod) se 66,750 


g 
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Note :—-Students should carefully.observe the use made of double 
- golumns. . They will also note that Purchases Returns 
are subtracted from Purchases, and Sales Returns aré 
subtracted from Sales and Net balances are taken to 
account. 


Trading Account. 























i915 gions a Re 
July 31 |To Stock 11, 07, 640 fay qi By Sales ,,.| 4,75,600 
To Pureha: * |Less Soli 
ses ...| 2,11,620 | returns .. 25,30 
bee Pure | Gor e| | ———| 4,50,300 
| chases | | 
| Peturns ...! 22,450 
! || 1,89,170| By Stock ... 95,500 
To Wages...) 92,940 
‘ro Co. 13 | : 
| Alc being 
Gross | | 
| Profit | 1,56,050 
(it aes eidia 
2 | 5,490,800 | 5,45,800 





Profit and Loss Account. 





“July 3k ‘To Discount - |-- Rs. Nguly, 31. iBy- Trading Alo |--- Ras. 
Allowed... 0 0 | being Gross 
joe Gen, lo Profit: ane 1,55,050 


ses “13,700 | | ath es Recei- 

» Rent, Rates, | a 5,200 
axes .-! 39,000 ve A at 

», Bad Debts ...| 9,200 
» Salaries 25,200 
»imsurance ... 1,900 
» Kapadin’s 

Capital — 

-Afc baing | 
Net Profit .. 66, 750 | 


oe 


a eee ae 


—4,61,250 1,61,250 — 





Note :—Net Profit is carried to thé Proprietor’ s Capital Account, 
because he is entitled to ithaving run the risk of 
business, and in the event of a loss he is liable to 
: meet it from his capital, 
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Exercise 14-A. 


From the following balances extracted from the ledger of 
H. F. Kapadia, on 30th June 1941, prepare his Balance Sheet 
and offer your remarks on the stability of the firm :— 





Dr. Cr. 
Rs. Rs. 
Kapadia’s Capital fe oe 15,000 
Kapadia’s Drawings ne 400 — 
Satyabalam & Co. 1,700 
Neelakantam Bros. mm 2,900 - 
Madhavan and Sons dis 2. 6,C00 
Sreenivas, Ltd. see 3,190 Gé 
Chari & Chari a a 4,000 
Bills Receivable ix 13,009 ne 
Bills Payable tis = 8,000 
Stock of goods & 4500 y 
Property = 5,000 
Cash on hand o 250 
Cash at Bank sian 4,150 ma 
P. & L. Account Balance ... cn 1,650 
94,650 34,650 
SOLUTION :— 
Balance Sheet of H. F. Kapadia as on 30th June 1941. 
Liabilities. Assets. 
Rs, Rs. Rs. Rs. 
KaApaAria’s CAPITAL: Cash on hand ee * 256 
Opening Balance ... 15,000 Cash at Bank « 4,150 per 
——— 44 
Add Profits ... 1,650 Bills Receivable 13,000 
—_—— Sundry Debtors: | 
16,650 ahha ete & Co. ... a 
D j - 400 eelakantam Bros. 00 
par gs —— 16,250 Sreenivas, Ltd. ... 3,150 
ade Creditors: . ——— %,350 
Te akaran & Sons... 6,000 Stock of goods 4 500 
‘Chari & Chari... 4,000 UH Property 5,000 
Bills Payable 8,000 _ | 
. 24,250 34,250 
cu 


Remarks on the Balance Sheet:—The Balance Sheet reveals a 
conservative businessman. Taking that the accounts are for 
a year, the net profits work out at about eleven per cent on 
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Capital invested. Fifteen per cent would be normal. Any- 
way, the proprietor appears to be satisfied as his drawings are 
only Ks. 400. The profits lett in business are Ks. 1,250 and this 
addition is quite satisfactory. The liability of the business to 
outsiders is Rs 18,000 against which there are tluid resources 
in cash and bills receivable totalling Rs. 17,4060. On the whole 
the Balance Sheet reveals a sound position. 


Exercise 14-B. 
(Institute of Book-keepers Examination). 
Examine the following Balance Sheet: 


W. Robson: 
Balance Sheet at 31st December 1938, 





Liabilities. Assets. 
£ | £ 
Sundry Creditors bes 792 | Cash in hand se 51 
Loan 3 nes 500 | Sundry Debtors re 519 
Bank Overdraft oe 98 | Stock-in Trade a 116 
| Fixtures and Fittings sa 600 


| Deficiency, W. Robson es 104 





Thon set out: 
(a) The vajue of the Floating Assets. 
(5) The value of the Fixed Assets. 
(c) The working capital. 
(d) The meaning cf the item “ Deficiency, W. Robson.” 
(e) Your opinion of the position of W. Robson, 





Exercise XV. 
(This exercise has been taken from Cropper, Morris & Fison). 
J. Harris commenced business on March 1,19, with the 
following assets and liabilities; j 
Ee ee 
Assets: Cash at Lloyds Bank, Ltd. ». 2,049 16 6 
Stock of goods on hand 
Coffee : 1,626 Bags valued at 50s each 4,065 0 0 
Tea: 120 chests valued at 40s. each 240 0 0 
Lease of werehouse and land apper- 
taining thereto having 15 yearstorun 1,500 0 0 
Debtor: Francis & Co., if « G.:10 0 
Furnitures & Fixtures — éie't 120 0 0 
Liabilities Wynaad Coffee Co., Ltd. vee 2,050 16 5 


4 + 
Se 
433 * 
. li 
’ * 
4 
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His transactions for the month of March were as follows: 

Find his capital: enter the transactions in his Journal, 
Cash Book, Bill Books, Tabular Day Books for Purchases, Sales 
and Returns, and analytical Petty Cash Book 3 post to Ledger ; 
extract a Trial Balance; prepare Final accounts and Balance 
Sheet. Unless otherwise stated all monies are to be taken as 
having been paid into the Bank. as and when received ‘and all 
payments to have been made by cheques. 


[In case of difficulty refer to Hints at the end of the Exercise ] 


Bb. ~éa--a@ 
March 1 Drew from Bank (2) forofficecash .:. 50 0°.0 
(2) for petty cash ne 20 0 0 
3 Bought from Produce Importing Co. Ltd. 
20 Bags.of Wynaad Coffee at 50s.. per 
_ bag Aneto” Ue ook ae 
100. aed of Silhana Tea at 46s. per — 


ches 230 0 0 
6 Sold to ae Northern Stores, Ltd., on % : 
credit 500 Bags of coffee, medium, at 
56s. per bag less 2. per cent trade: -. 
discount — s 1372 
200 chests of téa at 50s. per chest net... 500 
9 Paid from Petty Cash : 


am » of | 
Oo © coe 


_ For envelopes and Note Paper 1 
For Brass Door Plates (debit Furniture | 
and Fixtures account) giisecls ed ¥ Fees 3. 
For stamps 51 OF 


10 Accepted the .Produce moar ites Co: "s ibe 
draft due March 30; making the same 


payable by Bankers (Lloyds Bank, Lid.) 400 0 0 
Paid them by cheque ~— « ole 80 
Being allowed discount thereon fa 15 0 0 


11 Drew upon the Northeren Stores, Ltd. 
at 3 months’ sight, which dratt was 9 EDP: 
duly accepted 1,000 0 0 
a Sold to Francis & Co., on credit 100 i aa : 
Bags of Cotfee at 60s. less 23 per cent 
trade discount — veer’) 292: 10... 0 
Received from Northern Stores, Ltd. 
-.gheque for and paid the same to the 


- Bank 850 0 O 
Allowed the Nemthern Stores discount 22 0 0 
4 Paid from Office cash, salaries and 
- Wagestodate — 1210 0 
be Paid >y cheque to the Wynaad Coffee 
x. 2 Ltd. .. 1,000 0° e 


Being allowed discount by them Se 1 
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March 16 Paid from Office Cash for Electrical 2 
Light Fittings aay 4 
17 Sold for cash (placed in Office ) Cash) 
3 bags of coffee at 50s. ie x: 
e 10 chests o! tea at 60s. 30 0 
19 Sold on credit to the Northern stave 
Ltd., 500 bags of coffee at 58s. ‘per bag 
= not a 4,450.0 
_ 5 chests of tea 62s. por chest net ert 15 10 
The Northern Stores, Ltd., returned as 
unsuitable 5 chests of tea sold to them , 
(allowed them. therefor full invoice — 


price) | Ps StS 20 
10 bags of coffee sold to them (allowed 


them therefor full invoice price) «.. 29 90 
20 Bought from the Wynaad Coffee Co., = .* 
Ltd., on credit 500 bags of coffee at 
46s. per bag, less 5 ab cent Trade 


_ Discount eee 1,092 10 
Paid from Petty Cash: 2 ee 
House-keeper and cleaning to date | Sce 8 8 
Fires to date we 0 8 
Postage & Telegrams todate 22 US 


Fir insurance Premium (in advance for 
one year from March 25th (debit Ins, 


A/c) © 4. 1 10 

20 Received noe the N orthern Stores, Ltd a 
Cheque on account .. 1,002 0O 
Allowed them discount thereon | 10 O 


Returned to the Wynaad Coffee, io 
100 Bags of the Coffee bought from: — 
them on March 20, the same being 
found to be ‘“‘not upto sample.’’ 
Received a credit note for returns 
from them for full price ze. 100 bags 
at 46s. per bag, less 5 per cent-Trade | 
discount. (218 10 
22 Received from Francis & Co. Cheque 
£ 65-10-0 and banked the same mre 65 10 
Bought at auction from R. Levg free- 
hold premises 459-C- Minories, fur ...' 3,000 0 
_ of which paid by cheque oe 1,000 0 
~ (The balance £ 2,000 tobe paidupon the 
formal transfer of the property) ... - * 
~ The Bank notify that Francis &Co.’s 
cheque has been returned to them 
dishonoured oe  =«66S «10 


4 

7 * 

Boe 5, d ; 

¥ 

eas i 

m. ed a. -— 
ie oom “A : 
5 Nal Cag ee ee ee 


2 © oOo 


© 


oo.lUlCUWDWllCUO 
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March 23 Discounted with the Pank the Norther 

Stores Acceptance for ide 

Being charged discount therefor 

Francis & Co. offer to discharge the 
amount of their dishonoured cheque 
as follows: (1) by their acceptance 
at 30 davs’ sight endorsed by brown 
& Co. for can 


(2) By cheque for 


Accepted their offer and received cheque 
and acceptence, paid the former to 
Bank through whom it was poop 
honoured 


24 Borrowed from the Property & Mosune. 
Trust, Ltd., at 6 per cent per annum, 
upon tne security of 409, C. Minories. 
Received their cheque (paid the same 
to Bank) 


Simultaneously with receipt of the 
foregoing cheque, J. Harris received 
from Mr. R. Levy’s solicitors the deeds 
relating to 459-C, Minories in exchage 
for his cheque for £2,000, balance of 
purchase money, and these deeds 
together with the mortgage deed, 
were duly handed tothe Property & 
Mortgage Trust, Ltd. ae) 


Paid R. Levy by cheque, value of 
Fixtures at 459-C, Minories pe amb 
& Fixtures pe at 


25 Francis & Co. this day suspended pay- 


ment 
Sold to Wrightson Bros. on credit 50 
Bags of Coffee at 52s pertag —s ase 


96 Paid by cheque to the Forwarding 
Agency, Ltd charges for carriage of 
sundry bags of coffee and chests of tea 
despatched through them to the pur- 
chasers thercof ie 


2% Received from Wrightson Bros. me 
acceptance at 3 months’ date for .. 


- Allowed them discount thereon... | 


oe” 


1,000 0 
8 15 


50 0 
15 10 


1,500 0 


2,000 0 


10 5 


130 0 


26 18 


125 10 
410 


aw © 


Qo © 
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Beg 
March 29 Drew from Bank for Office Cash MM 50 0 
Drew from Bank for Petty Cash in order 
to increase the Cashier’s agreed 
balance to £30 mt: 10 0 
30 Paid from Office Cash, salaries and 
Wages to date 13 3 


i ag oO pee held by Produce Tuisortice 

Co., Ltd., met today through the Bank 400 0 

3L Paid from Praty Cash: - 
House Keeper and Cleaning to dxdpits 3 
Fires todate i 
Postage and Telegrams to date 0 
Travelling Expenses to date re 4 
3 Bottles of ink ise 0 
Repairs to Office Desk Q 

Sold for cash (placed in Office Cash) 10 
bags of Coffee at 62s. net 31 0 


Drew Cheque on Bankers to pare 
Petty Cashier’s balance to £30 nes 19 5 


Note :—The following provisions are to be made at.the end 
the month. 


1 Stocks on hand are to be valued as under: 

1.073 Bags of Coffee at 55s per bag ... 2,950 15 

10 Chests of tea at 60s. per chest... 30 0 
2 One month’s depreciation is to be written 

off leasehold lands and Buildings at 

the rate of £100 per annum aaa 8 6 
3 Eleven montns’ fire insurance premium 

paid in advance is to be carried 

forward oa ae 
4 A reserve for loss on the debt due from 

Francis & Co. and on the bill bearing 

their acceptance isto be made, of ... 85 0 


5 Provision has to be made for Sundry 

expenses due but unpaid at the end of » 

the month ite 52 10 
6 Fixtures and Fittings are to be deprecia- 

ted at the rate of 12 per cent per 

annum, nothing being written off the 

fix ures and fittings bought during the 

month, z.e. | month’s depreciation is | 

to be allowed for at 12 per cent per 


annum on £120 wer 1 4 


t OC Se © © 


&: 


of 


nT om) 
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Trial Balance of Exercise No. 15. 


J. Harris’s Capital Account 
Lease of Land and Warehouse 
Furniture and Fixtures 
Freehold Premises 
Wynaad Coffee Co., Ltd. 
Francis & Co. 
Northern Stores, Ltd. 
Property & Mortgage Trust 
Loan account 
Bills Receivable 
Wages and Salaries 
Postage and J elegrams 
Travelling Expenses 
General expenses 
Discount 
Insurance. 
Bank Charges and Bank. Dis- 
count é 
Carriage and Cartage aa 
Stock— Coffee s 
» bee Tea. 
Plrcases Account 
Sales Account 
Returns Inwards Account 
Returns Outwards Account ... 
Petty Cash Account 
C.sh at Bank © 
Cash on hand . | fies 


; Total 008 





ae 
1,500 0 
139 2 
3.009 0 
292 10 
411 0 


175 10. 


29 15 
1 18 


1,822 10 
44 10 
30 0 


1,505 1 


137 7 


S 


oe SS ED 


13,451 6 6 


Ses 


Oo £e ee 
5,989 10 1 


1,914 16 5 


1500 0 90 


3828 10 0 
218 10 0 


13,491 6 6 





Hints :—This Exercise is a test of the knowledge that you 
have so far acquired ; see that you solve it correctly. 
| (a) You will require a Journal ; use one Journal Sheet. 
'(b) You have to prepare Tabular Purchases and Sales 


Book, because T. Harris deals in tea and coffee. 


Journa! sheet. 


Use one 


(c) You have to prepare ‘Tabula Purcteade Retuine Book 
Use one Journal Sheet. 


(a) You will have to rule out a Tabular Bethy Cash Book, 


and Tabular Sales Returns Book. 


with splmeoF be analysis of Pmnereny i ts e. 


7 


ehdet. 


129 


(ce) You have to prepare a Cash Book ;.use one cash : book: 


(f) ee have to post the sdteiee: a Ledger. You will use 


three Ledger Sheets. Leave sufficient space for each account. 
The Sales Account, the Sales Returns Account. the Purchases 
Account and the Purchases Returns Account will be tabular. 


March 1 Opening balances are to be journalised. The differ- 


ence between the given assets and the only lia- 
bility to Wynaad Coffee Co. Ltd, is on account of 
- @apital of J. Harris. Post the opening balances 
. to the Ledger. A!l debit balances are to be posted: 
“To Balance B.F.’’; all credit balances are to be 
posted: “ By Balance B.F.” 


1 Enter, one under the other, on payment oe of cach 
book under Bank Column. By Cash £ 50; By 
Petty cash £20. Enter £59 on Receipt side of 
Cash Book under Cash column “ To Bank.” Post 
£20 te the Petty Cash Book-Receipt side °* To 
Bank,”’ 


3 Enter Purchases Book and credit account. of eidace 
Importing Co., Ltd., “* By Purchases.” 

6 Enter Sales Book and debit account of Northern 
Stores, Ltd., ‘* To Sales.’’ 


9 Enter in Petty Cash Book, both in total éoRnnn and 
analysis columns. 


10 Enter the acceptance given in the Bills. Payable 
Book and debit Produee Importing Co., ** To Bills 
Payable.” , 

Enter the cheque paid and discount received in Cash 
Book and debit Produce [Importing Co. 


11 Enter in the Bills Receivable Book and credit Nor- 


thern Stores. 


12 Enter in the Sales Book and debit asia & Co, 


12 Enter i in the Cash Book and credit Northern Stores: 


“ By Bank £850 ; By Discount £22.” 


“-.- 13 Enter in the Cash book payment side cash column 


and debit ¢ ‘Salaries and Wages Account.” 


15 Enter in the Cash Book payment side and debit 


Pt cee Coffee Co., ‘To Bank £ 1000, To da 


_ Fixtures. 


6: En t-te the Cash Book and debit + uraiture aia 


ent. 
si 
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Merch 17 Enter -in- the Cash Book Receipt side “To sales 
Account Tea £30; To Saies Account Coffee: 
wort! ‘£7-10-0 ,”* Credit the. Sales Account. 
g fa a9 ) Enter the Sales Book and debit Northern Stores, Ltd. 
BRITS Enter the Sales Returns Book and credit N etsy 
Stores, Ltd. 


(40 Enter the Purchases Conk aaa credit "WW slitealé 
Coffee Co. . 


‘Enter Petty Cash Book. 


Enter Cash Book, Receipts side; Credit Northern 
Stores, Lid. 


’ Enter the Purchases Returns Book and debit Wynaad 
Coffee Co. 


22. Enter Cash Book Receipt side, credit Francis & Co. 
_ Pass a Journal entry for full value of premises : 


Freehold premises | Dr. £ 3,000. 
ToR. Levy | 7 £ 3,000 
Bought at auction 459 C Minories. 
~ Post to Ledger. ! 


Enter payment of £1, 000 in Cash Book, Bank Column 
and debit the account of R Levy. 
Treat the dishonoured cheque as Bank payment. Enter 
-.. on payment side of cash book and debit Francis & Co. 
123 Treat £1000 as receipt. at Bank end credit “B/R” 
. Account. | | 
trast the discount charged as ‘‘ Bank Charges ” and 
put on payment side of cash book in bank column 
_ “ By Bank Charges’; Debit Bank Charges Account. 
Enter £50 in Bills Receivable Book and credit 
Francis & Co., ’ By Bills Receivable.” 
Enter £15-100i in cash book receipt side and credit 
Francis & Co., ‘By Bank.” 


| 24 Enter £1,500 in Cash Book Receipt side and credit 
the account of “Property and ae Trust 
Ltd. S53 
Enter payment of £2000 to R. Levy in Cash Book 
- payment side and debit R. Levy. | 
Enter £10-5-9 in Cash Book payment side: “ By 
Furniture and Fixtures Account.” Debit Furniture 
: and Fixtures Account. : 
25 That Francis & Co. have suspended Payment is & 
~~. “mere information. Ga 


| Enter in the Sales Buokt and debit Wiightson Bros 


a 
-_ 
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March 26 Enter in the Cash Book “ By Carriage” and debit 
Carriage Account, | i giougié ef€ go @e 
27 Enter £ 125-10-0 in the Bills Receivable. Book and 

credit Wrightson Bros. By bills Keceivable. _ 


This entry of £4-10-0 for discount cannot be placed 
* in the Cash Book as itis not associated with @ 
cash receipt.” It will have to be journalised “ i is- 
count Account Debtur to Wrighison Kros.’’ Post 

to Ledger. | . . Oo & shuek 
29 Enter Cash Book on both sides. Bank Column to 
. be credited “ 3y Cash"; Office Column: to be 
' debited “To Bank.” 2) 3 | <i a 


29 Enter in Cash Book Payment side “By Petty Cash”. 
Enter in “* Petty Cash Book’’ receipt side ° To 
Bank’. Rea ie. bie ees 4 

30 Enter Cash Book payment side, debit ‘ Salaries and 
Wages’. Knter Cash Book payment side °* By 
B/P.'’; bebit B/P. account “To Bank”. > 


31 Enter in the Petty Cash Book Enter the total 

 columnand analyse. Ink is an item of stationery. 

- Enter Cash sale in Vash Book receipt side, * To sales 
A/c Coffee’ and credit ** Sales Account”. 


Enter £19-5-6 in Cash Book payment side ** By 
patty Cash’’ Enter Petty Cash Book, Receipt side 
ter ‘o ank ae 


Total the Purchases Book and transfer the total to 
Purchases Account; Transfer Sales Book total to 
Sales Account; Sales Keturns Book total te 
Sales Returns Account; Purchases Returns Book 
total to Purchases Keturns account; Bills Recei- 
vable Book total to Bills eceivable Account; 
Bills Payable Book total to Bills Payable account. 

Balance the cash book and personal accounts and 
extract a Trial Balance. : fae 


- Exercise No. XVI 
(W.R.C.C. Examination) 


Record the following transactions of Murray & Co. by 
means of Journal, two Day Books, C.B., and Ledger. The 
receipts and payments (except F.C. payments) are through the 
Bank. Jourvalise bill transactions Show the gross profits of 
A. & Bdepartment separately. Each item of sale or purchase is 
marked A or B representing the two Depts. Divide net profits 
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in proportion to each’ Partner's Capital Show P/L A/c and B/S. 
as on 3lst March 1946. 


Liabilities : 


City Bank, Ltd. £1,469-17-3; John Murray Loan, £200; 
Sam M.uthews £164. 11-33 two BIP : Jones Bros, due. Feb, 3rd 
£120; Proctor & Co., due March 3rd £180. | 


Assets! : 


Bryde & Son £136- 15 0; two B/R, Montieth Bros, due 
Jan. 4th. £55-17-6 ; Hy. Speight due Feb 3rd £69-10.0 ; Fixtures 
and Furniture £137. 14; P.C. 14/11; Stock A Dept. £1, 470-9-0; 


B Dept. £1,859-3-1 ; Capital Robert ieee) £907- 9. o'; Fredk. 
Wade £638-6 : a 


oa . : £. Ss. d, 
Jan. 3 Paid t to ‘Bank Monteith’s Bill BP Sep: 55 17 6 
* . .: §& Bryde & Son accept 3 mos Bill £100 and ‘ 
-. pay cash £363 and dis. 15/- 3615 0 
6 Sold Goods (A) to Sam Mathews - ia 43 19 2 
- $. Cheque drawn for PC. x 3 0 0 
10 Sold goods (B) to MHarold Langton 
£76-14-11 and (A) £143-19-6 | 220 14 5§ 
11 Bought of Jones Bros. goods (A) . on 49 3 9 
12 Bougbt of Mathews & Co., goods (B) ... a a | 
13 Paid fire insurance 316 0 
16 Sold goods (3) to Monteith Bros. and 
received 98 1 11 
_3l cop Salaries £24-10 and P.C, ere | 
; 1 6 eee eee 
Feb. 1 Speight’ s Bill handed to Bank ae Se. 
-.-. 3 Bought goods (A) of Sam Mathews Via. SPAG A 
- Retired Bill due this day - -» 120 0 0 
-_. Sold Goods (A) to Harry Speight  ..; 2419 6 
5 Sold goods (B) to Bryde & Son 7610 2 
6 Bank notify that Speight’s Bill is dis- 
honoured with 3s./- expenses 69 13 0 
19 Paid Mathews & Co., £53/10; dis 11/1... 54°21 
- 20 Bought goods (B) of Jones Bros. 86 1 ll 
22 Sold goods (A) to Monteith Bros. 
£193 2-11 and received Bill | 86 10 9 
24 Bought goods(B} of Wajker& Sons ... 4917 3 
28 Paid salaries £19-5 anu P.C. Rear 015 4 
28 Paid rates ‘ 2°86 
March ‘3 Retired Bill due this Ags evs. 4180. °0-+0 
5 Bovght goods (A) of Sam Mathews 06 «9 9 


cptig yn Jones Bros. Bill 3 mos. £135 b by dears 
dis. 5/8 im. eS 
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| S. a. 
Mar- 20 Received First and final dividend on 
Speight’s Debt 10 in the £ agit 6° 3 
21 Bought goods (A) of Jones Bros. o1e | SRO 
22 Sold goods (B) to Bryde & Sons. . 201 9 6 
24 Gave S. Mathews Bryde & Sons’ Accept 
* ance due April 8th. . 100 0 0 
26° Paid Walker & Sons £47-10 dis. £30. oa, ts 49 17 3 
31 Paid salaries £21 slat ok Gy, Payments | 4/3 
Paid John Murray 3 mos’ int. £2.10 ns 
Paid rent a. veers & 2 
Bank charge interest £21- Lo- 9: Commis-. 
sonfl- st e409 § 
Depreciation of fixtures — 314 0 


Stock in hand (A) £1,376- 3. 11, (B) £1,703- 14-8, 


Answer i—Trial Balance—Balances. £3, 938-18-7, Gross Profit 
on A Dept. £144.3. 6; on B Dept. £107- 7-10; Net 
Profit £68-15-" > Balance of R.M. Capital Account 
£998-14-4 ; F. Ww. Capital Account £665-16-3 ; Total 
of B/s, £4, 005. 5-2; Bank balance £1,866-13- 9 


| Exercise 17. (W. R. C. Cc. Examination). 


You are required to pass the following entries through the 
Tabular Bought and Sold Day Books, the Cash Book, Bill Books 
aud Journal into Messrs. Maxey and Bell’s Bought, Sold and 
_ Private Ledgers and having balanced the accounts to draw out 
a Trial Balance, a P/L A/c, and a B/S, journalising the Closing 

Entries:— Unless stated otherwise all receipts are paid into 
and all payments out of the office cash. 


Chas. Maxey and Walter Bell enter into partnership under 
the name of Maxey & Bellon Ist April 1946. Maxey is to get 
two-thirds and Beil one-third of the profits. Interest at 5 per 
cont is to be allowed on the Partners’ Capital. A Bank Account 
is opened ; C. Maxey pays therein £3, 25U and W. Bell £1,625 
(Enter in cash book). — 


They purchase the business and stock of Herbert Lanfear, 
Cheese, Bacon and Butter Merchant, at £4, 057- 10° 

a8 follows :— &:. gs... d. 

Bacon £1,850 3 Cheese £900 ; Butter £1,150 ; Boxes, 

eases, etc, £52-10, Fittings and Fixtures and 
furniture £125. (enter in journal) ... 4,057 10 0 
Maxey & Bell pay by cheque to H. Lanfear - ... 2,557 10 0 
And accepted his draft at 3 months for balance ...-1,500 0 0 

April 2 Bought of Chas, Gould: Bacon £3253; 
Cheese £155 480 0 0 


5 Accepted Bill at 3 months: payable to 
. Gould 999 480 90 0 
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April 9 Sold for cash: Bacon £52- 10, Cheese £13, 
‘ Butter £5.10 G1 
July 4 Paid by chegue Bill falling duet to as tr 
8 Retired. by-cheque Bill maturing to- tien — 480 
_Sold J. Clark Bacon £170, Butter £127.... 297 
- ¥ Bought of Henry Johnson : Butter 2. © ~ 230- 
9 Accepted H. Johnson’sdraftat 3 months 230° 
9 J Clark returned bacon because badly 
| bruised ee 
9 W Bell ‘takes fir private purposes: 
; Bacon £10; Cheese £1 ; Butter £7- 10 
" ".. . (Sales Book) . . “ey 18 
-. 9 Purchased for cash Bacon. ot) a 
_. . 9 Paid cheque for Boxes, cases, eto. Has sae 
Oct. 4 James Clark pays cash which isat once 
oa. 1) paid into the: = £490. Allowed 
Dis. £E5-10 © : 995 
12 Met by cheque Bill falling aie to Ase 230 
C. Maxey withdraws by pendula for 
--e private use 50 
edooti 1) LW. Bell withdraws ine private use eal cA Re 
Nov. ! Bought of C. Gould, Bacon £300 ; cheese 
née ‘15 Paid Cheque to C. Gould Phas 10, cis ts teen 
22/10  450— 
Feb.. 4 Bought of H. | Saidebi butter » 400 
_ 4 Accepted — H. Johnson's draft if a4 
Oo -=-"3 months © © 400 
5 Sold J. Clark, Bacon £250 ; Cheese £200; aa 
«Butter £75 | 325 
5 Received cash on Account from James ae 
ie: Aa 100 
* @ Sold Wm. Morris: Bacon £225; Cheese 
£175, butter £71 | 471 
q Received from Ww. Morris and nes into. ) 
i tae e Bank essins | vag fi gta Q)\ 
. 15 Paid wages in cash: aot ys 
Paid by cheque year's rent of premises. . 
¢ 16.Sold for cash: Bacon cgr H psa: 1. 


sehen Buvter £36-10 pasqeae A 
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Feb, 28 Boxes, cases; etc., used during the year 
may be charged to the following:—. _. — 
Bacon £66-10 ; Cheese £30; Butter£25 12110 0. 
28 Value of Koxes, cases, etc., on band ... 36 «(0 att 
eStock of goods on hand: Bacon £1,896-10 eis 
- Cheese £1,064-10 ss 
Butter £1,379 4,340 0 0 


Write of write off 10% depreciation on fittings depreci- 
ation on Fittings 
Credit for interest on Capital: C. Maxey £162- 10. 
.  -. W.Bell £81- 5 
Debit for interest on drawings: C. Mexey £1-6 5 
| W. Bell £0-1011 P 
Answers:—Trial Balance; § alances £5,525 15; Gross Profit on. 
Bacon £250; Cheese £281:; Loss on Butter £37-10.. 
Net profit £i 19-2-4: Balance C.M. Capital Account 
£3,440-11-9; W. B. Capital Account £1,714-8-3. 
Total of B/S £5, 599, Cash balance 10865 : Bank: 
balance BB1%6 ; 7 
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CHAPTER XII. 


Percentages in Trading Accounts —Every prudent businessman 
is ever vigilant to restrict his losses and promote his gains. 
The machinery of ‘percentages’ is therefore devised. The 
“Turnover ’ or the “ Net sales” are taken as the basis of all 
calculation and the Trading and the Profit and Loss Accounts 
are provided with column to show the percentages that the 
various items bear to the Turnover. A comparative scrutiny 
of the percentages for the current year with those for the pre- 
vious years helps the management to draw conclusions and 
maintain proper control on the business. A trader, who knows 
the exact percentage that each item of expenditure bears to 
his Turnover; finds it easier to tender for the requirements of 
his customers and though he may cut his estimates very fine; 
he will keep for himself a definite margin of profit. 


Prime cost, an cost and Cost of Production. —Prime cost is gene- 
rally taken to mean the cost of raw materials (for a manufact- 
uring concern) or the cost of purchases (fora trading concern) 
that have been actually sold plus carriage inwards and produc- 
tive wages Oncost denotes all expenses consequent upon or 
incidental to Production and Distribution. These are divided 
into groups: Factory-on-cost and General-on-cost Factory 
on cost includes all expenses directly or indirectly connected 
with production of goods sold, and will cover Rent, Rates and 
Taxes of Factory ; Motive Power, Gas, Electricity and Light- 
ing; Water used by the factory; Patent Fees and Royalties on 
Manufacture; Interest on Capital invested in factory land, 
Building and machinery and Repairs, Renewal and Deprecia- 
tion, thereon ; Wages and Salaries of Works Manager, Foremen, 
Time Keepers, Watchmen, etc. General ‘oncost includes all 
administration expenses and expenses in selling and distribu- 
tion. 

Cost of Production is made up of Prime Cost plus Factory 
oncost or Productive charges, 

Selling price is thus composed of cost of production plus 
general oncost and profit. 


Valuation of Prime Cost of goods sold_—To fix this valuation 
stock at start is added to the Purchases and the stock at finish 
ig deducted from them. Stock at start is really the last Years 
purchases unsold and stock at finish is this year’s purchases 
unsold. 

To show the percentage of Prime cost to turnover the 
Trading Account is to be preparedin a slightly different 
manner. : ieee” 
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Valuation of the Net Turnover.—To fix this valuation, Sales 
Returns are always deducted from the Sales. 

[lustration.— From the following particulars prepare Trading 
and Profit and Loss accounts showing percentages of Gross and 
Net Profit and Expenses on Turnover. 


Rs, 
Stock on Ist January i 7,125 
Purchases less Returns See 
Sales less returns oes ROU 
Salaries a 498 
Commission sis 3195 
Wages ee 3,168 
Advertising a 308 
Discount paid : 370 
Carriage inwards ne 816 
Rent, Rates and Taxes sae 362 
Carriage outwards iis 316 
Trade Expenses ae 398 
Bad debts es 320 
Depreciation ae 3t0 
Interest on Capital on 230 
Stock 3ist December ai 7,990 


Trading and Profit and Loss account for the year 
ending 3lst December 19—-. : 
































: 
NL Por sehr) 
centage; Rs. centage| Rs. 
ee ion sales. ion sales. 
To Stock Ist January - | 7,125 | By Sales (Not)... 100.00 : 21,630 
» Purchases (Net) = 11,125 
18,250 | 
Less Stock 31st Dec. _7,590_ | 
,, Prime cost of sales...| 49.29 | 10,660 
» Carriage inwards... 3.78 | 816 
» Wages ee 4.84 | 3,168 
., Balance (gross Profit).| 32.29 __ 6,985 
| 4uV.00_ 21,650 owe 21,630 
9 Salaries 2.30 | 498 | By gross profit... 39 99 
+ Commission — 1 45 315 | : 6,986 
., Advertising 1.42 | 308 
,; Discount at 2-70 370 
_,, Rent, Rates and Taxes 1.67 362 | 
., Carriage outwards ...; 1.49 316 
4, Bad Debts ee 1.48 | 320 
___,, Depreciation Pd eee YE, 375 
_,, Interest on Capital...) _ 1.06 
yy Balance (Net profit) ... 6.18 
Say | 32.29 | 6.986 
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Comments on the value of Percentage Trading and Manufacturing 
Account and Profit and Loss Account: —When there are constaut 
fluctuations in the price of material and labour, the machinery 
of percentages becomes very helpful in revising the sale price. 
Generally speaking, the ratio of prime cost to turnover remains 
constant, because if goods sold are less, the material used and 
wages paid are proportionately less and vice versa. The 
oncost, however, does not vary in the same proportion as 
turnover. The percentages for the various items of oncost 
as revealed by the Profit and Loss account explain whether 
they are normal or heavier as compared to the turnover. 


What does an increase in percentage of Gross Profit signify ? 
It may be due to :— 

Reduction in the cost of material, 

Reduction in the cost of labour, 

An increase in selling price, 

Overvaluation of stock at close, 


ae 


Inclusion of purchase invoices with stock without 
bringing them into Purchases Account. 


6. Goods entered as sold but not delivered inadvertently 
included in stock. 


What does a decrease in percentage of Gross Profit signify ? 
It may be due to :— 

Increase in the cost of material, 

Increase in the cost of labour, 

A reduction in the sale price, 


Undervaluation of stock asa result of pilfering or 
because of market price being lower than cost price. 
5 Sales not accounted for; misappropriation of sales 
money, 


6. Goods entered in the Purchases Book not received at 
the time of stock-taking. 


ee ae ae 


Work in Progress and Turnover:—Where separate accounts 
are maintained for ‘work in Progress’ at the start and at the 
finish, and it is desired to adopt the percentage method of 
Trading Account, the work in progress at the end is added to 
the Net sales and the work in progress at the commencement 
ig deducted therefrom in order to arrive at the correct value 
of the Turnover of the period. | 
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Exercise 18-A. (W. R. of Yorkshire Examination). 
The books of a manufacturer show the following figures 
for each item for the years 1945 and 1946:— 


1945 1946 
é £ 
Materials used i 22,389 21,427 
Wages sx 7,499 Toot’ 
Rent and Power ea 1,659 1,655 
Carriage By 513 494 
Trade Expenses ae 303 309 
Gas and Water me 213 240 
Travellers Ke 719 763 
Repairs = 426 563 
Insurance S, 78 78 
Depreciation ie 600 580 
Goods Produced (Net) 36,468 36,261 


Prepare a statement showing for each year the various 
casts per cent on production and profit on the output. 
Exercise 18-B. (/nst. of Book-kee pers). 
An order amounting to £2,000 was executed at a cost of: 
Wages £880; Materials £602. Working on the cost figures 
shown below, prepare an account showing the net profit made 


on the order. 
COST FIGURES. 
£ 


£ 
Materials ... 13000 Office oncost ... 1,300 
Wages ... 26,000 Net profit ... 93,200 
Worksoncost 6,500 Work executed .. 50,000 
Gross profit £4,500. 
Exercise 18-C. (C. A. Examination). 


State in what manuer you consider the percentages of cost 
should be shown in a manufacturing business of which the 
following are the Profit and Loss figures for the year. Calculate 
such percentages. 


£ £ 
Purchases see, - 4,000 
Wages we 2,000 
Rent se 200 
Stock lst January sac  U00 
Rates, Taxes and Insurance. 100 
Salaries ea 750 
Depreciation of plant Gow 290 
Stock 3lst December oa. 1,000 
Sales oe 10,000 
Net profit ooo «=, 200 , 


=] > Sew ee Oorwemcse= 


11,009 11,000 





CHAPTER XIII. 
Manufacturing Accounts and Working Accounts. 


The principle underlying a manufacturing account has 
already been explained. 
In a big manufacturing business, a manufacturing account 
1s prepared separately from Trading Account, to indicate the 
results of the Manufacturing department. Where the manv- 
factured goods are delivered to the Sales department at cost, 
the manufacturing Account does not show any profit; where 


the mauufactured goods are delivered to the Sales Department. 


at Trade Price, the Manufacturing Accounts show either a 
profit or a loss. 

Small Manufacturing business houses prepare a combined 
Manufacturing and Trading Account. Such accounts will not 
indicate the profit of the Manufacturing department as distinct 
from the Trading Profit. 





I Re, 








| | 
| Rs. | Rs. | Res. 
To Stock at comen-| | By Sales ksil is | 
cement :— | Less Returns ...;_.. 
Manufactured | ae 
goods o.] | By Stock at end :— 
Work-in-Progress Manufactured 
Raw Materials .. oe goods i eae 
To Purchase of Kaw Work-in-Pro- 
Materials ...|  ... Bees 


Raw Materials... 


Less Returns ... 


] 
To Carriage Inwards | | 
» Wages oe] 
« Factory lighting. 
» Motive Power ... of 
;, Factory Rent and 
Taxes Ses 
» Factory Insurance. 
,, Coal and Coke ... | 
» Water SF ees 
,» Oil and Tallow ... ae 
» Belting ai es 
» Sundry Manufac- 
turing expenses, wo | 
, Repairs to Factory 
building sae) 
,, Repairs to Plant. 
Depreciation on 
Factory building. 
,, Depreciation on 
plant oe 
, Gross Profit in- 
cluding Profit 
on Manufacture 
transferred to 
Profit and Loss 
Account oes 


ee, 






Pe Pee ow 4. 


~ or 





Manufacturing Account where cost of production is trans- 
ferred to Trading Account: 
Manufacturing Account. 
(Showing cost of Production) 


| Rs, Rs, 

To Stock at commen-! 
cement :— 
Raw Materials ...| 
Partly Manufac- 
turedgoods ___.... 


To Purchase of Raw 
Materials 

Less Returns ...| 

To Carriage inwards 

on Kaw Mate- 

rials | 

| 











| | Rs. 
| By Stock at end:— | 
Raw Materials...!... | 
Partly Manufac-| 
| 


tured goods... 
By Cost of Produs- 
tion during the 
period transfer- 
red to Trading 
Account 


{ 
| 
| 
| 
| 
| 
} 


i 





° 
oe “2 


To Direct Wages 
(Productive) 
To Factory Expen- 
gesi— | 
Rent and Taxes. 
Lighting an _ 
Heating 
Motive power 
Coal and Coke .. 
Factory Insu- 


| 
| 
3 
trance eee 
| 
| 
—7 
an 


« 


Indirect Wages 
(Non-Productive) 
Repairs to Plant 
and Factor y 
Building ; 
Depreciation on 


plant z ove 


Ne Oe On ee ee Oe a 


: 
td 
; 
| 
| 
| 
| 
| 


Depreciaticn on 
Factory -gucae 
ing 





| 
; 


\qoexerun 
89e@ 








Trading Account. 
(Showing Gross Profit inclusive of Profit on Production) 


Rs. Reg. Rs, 











To Stock of Finished By Sales ne, eae 


Products ati. Less Returns .../ — ... si 


a eee 


commencement <a By Stock at end:— 
To Cost of Produc- Fe ni ma oa Pro 


tion transferred 
from Manufac- ducts 
turing Account. ey 


ee0 RO4 


To Purchase of Fini- 


ia 


shed Products...) ... 
Less Returns... oa 


To Carriage inwards 


_ thereon re: 
fo Gross Profit) 
transferred to . 
“Profit and Loss 





Manufacturing Account where production is transferred at 
Trade price to Trade Account. 


Manufacturing Account— (Showing Profit on Manufacturing.) 
LS ED EEL LEO LIED TICLE LEE ee ses, CET AOS eS 5 
| 
Rs Rs. Rs. 
By Stock at end | 








| Rs. 
To Stock at commencement:- 
Raw Materials Se) Raw Materials eas ee 
Partly Manufactured Partly Manufactured | 
goods om | oe goods On | 








To Purchase of Raw Materi- 
als : 
Less Returns 


By Trade Price of finished 
products transferred to. 
Trading Account ee 








To Carriage inwards on Raw 


Materials 
To Direct wages (Produc- 
tive) 
To Factory Expenses :— 
Rent aud Taxes ue 
Lighting and Heating ... 
Motive Power saa ae 


Coal and coke 
Factory Insurance ; 
Indirect Wages (Non- pro- 
ductive) 
Repairs to plant and 
Factory Building 
Depreciation on plant 
a on Factory 
building mA 


Gross Profit on Manu- 
facturing transferred to 
Frofit and Loss Account 


| 

| of 
' 
eee 
| 
| 
§ 
= 
| - 
| 
| 
| 





oh ne 


Trading Account.—-(Showing Gross Profit on Sales.) 


| 
Rs.| Rs. Rs.| Ra. 
To Stock of Finished Pro- By Sales fm as 
ducts at commence- Less Returns Pee Si Re 
ment . oe ne Tih a 
To Manufacturing A/c. :— By Stock at end:— 
Transfer of Trade Price Finished products —... ye 
of finished products ... oe 
To Purchase of finished 
products Prog, ee 
Less Returns sei. aes [ae 








To Carriage inwards there- 


on 
To Gross Profit on Sales 
transferred to Profit 
and Loss Account ... 


e 
e 
® 


Rs. 000 Rs, ene 
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ILLUSTRATION : 


From the following particulars prepare Manufacturing 
Account (showing cost of pig iron produced) and Trading 
Account for the year ended 30th June: 


Stock at Stock at 
start close 
Ist July 30th June 
r Rs. Rs. 
Pig iron eae vee §628,402 38,154 
Lime stone bss sad 302 415 
Coal and Coke ae de ate 1,842 
Iron Ore noe oo 4628 1 842 
Purchased during the year— Rs. 
Coal and coke Sa Ba AKe 
Lime stone ies 4,016 
Iron ore ioe Leak 


Sales of Pig iron during the year. 1,02,618 
Expenses during the year—- 


Finance wages ia 9,267 

Carriage inwards hes 2,428 

Repairs and -renewals’ of 
furnaces oa 2,908 


Hints.—How much of each kind of raw material has been 
used in the manufacture of pig iron has to be first ascertained. 
For this purpose the opening stock has to be added to the 
purchases and the closing stock has to be deducted. 


Ledger Accounts of each raw material will be as under :— 








Iron Ore. 
$a eS SPSS 
| Rs. | Rs. 
July 1 | To Bal. | 1,628 | June 30) By Stock C/d. | 1,842 
July-June | To Purchases...| 16,415 By Balance trans- 


ferred to Manufae- 
turing Account ...| 16,201 


| 


July 1 





To Bal. B/D ...| 1,812 | 





Lime Stone. 









= ET Nr he a EEN 
July 1) To Bal. 302 | June 30; By Stock C/d. $ 415 
_July-June | To Purchases. 4,016 By Balance trans. 


ferred to Manufac- 
turing Account ...| 3,903 


4,318 


ce 
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3 =a | —— : | 
| |e: Res. | | | Rs. 
July 1 |To Balance v 1,730 | June 30 By Stock C/D ...| 1,842 
July- By Balance trans. 
June |To Purchases ve | 99.174 | _ ferred to Manufac- 


| turing Account sad 29,062 


| 30,904 | biipactl 
| | 30,904 


July 1 [To Balance B/D. ...| 29,062 | | 











Manufacturing and Trading Accounts will be as under :— 


Manufacturing Account. 
. (See also the tabular form on page 145.) 














| 
| Rs. | | Res. 
19 19 | | 
June 30/To amounts con-| June 30 By Transfer to Tra- 
sumed : — | | ding Account ...; 63,769 
Iron Ore -.| 16,201 (cost of Pig iron 
Lime Stone of 3,908 | | produced) ce 
Coaland Coke ...| 29,062 | 
To Furnace Wages] 9,267 | | 
To. Carriage In- | | 
wards in ties 7 | | 
To Repairs and 
renewals of fur- | | 
| nace wee| 2,908 | 
| 63,769 | | | 63,769 
Trading Account 
Rs, Rs. 


By Sales of Pig 
iron wei 1,02,618 


| 
| 
To Amount trans- | 
By stock C/D .-| 33,154 


ferred from Manu- 

facturing account| 63, 769 
To Balance of gross 

profit .--, 48,601 


| July 1 To Stock of Pig iron) 28,042 eek 30 
{ 
| 


1,40,772 


SS EE AAD <a 


1,40,772 


I are 
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Tabular form of Manufacturing A/c 
for the year ending 30th June 79 — 
























: | 
Iron Lime | Coal & Rs. 
Ore. | Stone. | Coke, Total. 
e { 
To Production Rs. Rs. Rs. Rs, 
Stock Ist July} 1,628 302 1,730 By Transfer to 
Add Purchases) 16,415 | 4,016 | 29,174 Trading A/c 
ce ee ae ae ee (cost of Pig 
18,043 4,318 | 30,904 Ircn _— produ- 
Less Stocks ced) | 63,769 
30th June 1,842 415 1,842 
Materiais 
consumed) 16,201 | 3,903 | 29,062 | 49,166 
To Furnace ; 
Wages 9,267 | : 
To Carriage | | | 
Inwards 2,428 | 
To Repairs and | : 
Renewals of 
furnace 
63,769 
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Working Accounts.._A working Account is an account 
that is drawn up to ascertain the gross profit. Industrial 
enterprises like Plantaiions, Newspapers and Mines, it takes 
the place of a Manufacturing Account. In Public Utility 
concerns such as Hotels, Cinemas, Public Parks, it takes the 
place of a Trading Account ora Revenue Accountor an Income 
and Expenditure Account. , 


Working Account of Newspapers 











\ 
Rs, , 
To Materials consumed :— 


Rs. 
By sales :— 


Sundry stores a 


To Wages: — 
Compositors 
Machining 


To Salaries :— 
Editors 
Reporters 
Proof Readerzg 
Works staff 


To Amounts paid to contri- 
butors 
News Agency Telegrams 
Rent and lighting ai 
Insurance of works wee 
Fuel and Motive power ... 
Repairs and Replacements 
Depreciation of Machi- 

nery, types and stereos 
ete 
Balance being Gross profit 
carried to Profit and 
Loss Account 














| 

| 

| | 
ce Cash wn ae 

Through Agents ib | me 

| 

| 


Subscribers AR 





By Advertisements :— 
Shorts PE 3S. 
Under contracts ts, 

| Casual 


| By Job Printing . 
By Sale of Waste Paper an 
Materials 





To Plantation wages :— 
Planting 
Manufacturing 
General cutting 


To Planting and Manufactu- 
ring Expenses 

To Plantation salaries 

To Labour Expenses: 
For Recruiting lavouwr ... 
Passage money 
Hospital Expenses 
Loss of Advances to 

Workmen 


To Transport Expenses 
» Motor and Stable ex- 

penses aus 
»» Loss of Live-stock ... 
» Commission on crop to 


eee 


Managers “er 
;» Commission on sale of 
erops es 
,, nepairs and Replace- 
ments 


» Depreciation :— 

Buildings, etc., 

Plant 

Loose tools 

Motor vans, etc., 

Launches and Barges ... 

To Balance being Gross 

Profit carried to Profit 

and Loss A/e 








Rs. 





Rs. 




















| 
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Rs. 


@e20 


Working Account of Plantations 





By Sale proceeds of aes) 
ducts 


| 
7 
2 | 


———| | 


¢ LJ 
whe we é 


P. ao piST ’ TAMIL NAD y 








ie Rs. | Rs. 
| 





rs 
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Working Account of Hotels 








» Motor and Garage ex- 


Rs. | Rs. | Rs. 
Te Consumption of :— | By Apartments vil Ged 
Meat, fish and poultry . ou » Meals to customers Suhel Mae 
Groceries and Provision Steg Pees ,», Casual meals e ies ie 
Wines and spirits abe » Attendance and Bath i 
General stores »» Sale of provisions pera eer 
Cigars and cigarettes » Wines and spirits 1 te tek 
——|... |) , Cigars and cigarettes itt Cove 
To Wages and salaries ee |i 5 Bar receipts toe | eee 
»» Printing, stationery and » Billiard Room Receipts ... | ... 
periodicals Su | coe fi oo Garage Receipts pel FOR, 
»» Licence and telephone 
», Laundry expenses an eee 
»» Gas, electricity and fuel - | 
» Rent and Insurance ... ves 
penses ie | es 

», General Expenses ace | cco | | 

» Repairs and Mainten- 

ance cee | 

» Depreciation := 
Premises 


Furniture and fittings ... 
Glass and China ee 
Cutlery and plate oss 
Bed and table linen set 
Motors and Vehicles .,,, | «+» 
Electric installation coe | ee 


To Balance being Gross 
Profit carried to Profit 
and Loss A/o sie ney 


e e @ 

e e e 

a e @ 
® 
e 
@ 

’ 
eee: sere ae eg ere es ET SES 
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Working Account of Cinema Theatres 





.. | By Takings | —— 
-» f ,, Less Entertainment Tax ... 


To Purchase of films 
» Rent of films 
» Orchestra expenses 
»» ~heatre staff saluries 
» Staff livertes 
» Advertising 
» Llectric current e 
»» theatre rent and = insur- 
ance awe | 
o» Sundry working expenses ... | 
»»- Repairs and renewals | 
ss Depreciation :— 
Kilms 





~~ 


wee fo, Sale of films | 
|. | 4, Hire of films oe] 
we» { 5, Advertising receipts veel 
| 

| 


Operating Machines 
Sitting accommodation ...| ... | 


{ 

{ 

| 

| 

| 

oe 
Electric installation |... 

| 


Balance being Gross 
Profit carried to Profit | 
and Loss Account 


“ 
© 














From the following particulars prepare M anufacturing 
Account, Trading Account and Profit and Loss Account for the 
half year ended 3lst March 1946 :— 


Rs, 
Loose tools soe 03,200 
Sundry Manufacturing Expenses »  $,500 


Work-in-progress, valuation at 1st October 1945. 25,000 
Work-in-progress, valuation at 31st March 1946. 18.000 
Raw Materials, valuation at lst October 1/45... 1,600 
Raw Materials, valuation at 3lst March 1946... 900 
Finished goods, valuation at lst October 1945... 06,000 


Finished goods, valuation at 31st March 1946 ... 45.000 
General Administration Expenses +e» 67,000 
Sales Expenses oo 22,000 
Purchases—Raw materials oe 45,600 
Power consumed » 2,800 
Value of Factory output »«- 1,40,000 
Sales : 20s 2,308,000 
Manufacturing wages 2» 08,400 
Carriage inwards—Raw materials vi 300 
Manufacturing Royalties 1,500 


Raw materials Ks. 1,000 and wages Rs. 400 were expended 
on the manufacture of loose tools but these have not yet been 
adjusted in the Ledger accounts. 


Loose tools valuation at 3lst March 1946, Rs. 3,000, 


niga 
Sioa 


ee SER 
emer r eRe ot NS ep: 


™ 
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Exercise No. 19-B (Jnst. of Book-keepers, 1946). 


Owing to extreme of work the stock-taking of a business, 
whose Balance Sheet date is 3lst March, does not take place 
until a week later. From the following information, set out a 
statement showing how you arrive at tke value of the stock — 
at 3ist March: 


1. The average rate of gross profit on turnover is 
25 per cent. 


. Sales during the intervening period as shown by the 
Sales boook tota) £416. 


2 
3. Cash sales during the intervening period were £20, 
4 


. Purehase during the intervening period as shown by 
the Purchase book amounted to £619. 

Of the purchases entered on 2nd April a delivery of 
£50 was not received until after stock-taking ; 


6. The value of the stock, when taken, was £8,629. 


_ 
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CHAPTER XIV. 
RESERVES : 


1. For Doubtful Debts. 
2. For Discount on Debtors. 
3. For Discount on Creditors. 


ReserVe for Bad and Doubtful Debts:—-The object for creating 
this Reserve is to show the debtors on the Balance Sheet at 
their true value asfar as possible. The amount required as 
Reserve is ascertained— 

(a) by compiling a list of Bad and Doubtful debts at the 
time of preparing the Final Accounts; or | 

(b) by taking a fixed percentage of sundry debtors, 
usually five per cent ; or 
| (c) by taking a small percentage (half a per cent and 
upwards) of the total sales, as based on past experience. 

Method of Creating a Reserve:— Profit and Loss Account is 
debited with the ascertained amount and Reserve for Doubtful 
Debts account is credited. If Sundry Vebtors are Rs. 50,000 
and a Reserve of five per cent is to be created, the Reserve is 
credited with ks. 2,500 and Profit and Loss Account is debited. 
When a Reserve already exists, but is short of the required 
amount, the difference is debited to Profit and Loss Account to 
raise it. When the Reserve has more than the required amount, 
the surplus is transferred to Profit and Loss Account. 

Why the Reserve is shown on Assets Side :—It is misleading to 

show Rs. 50.000 debtors as an asset on the Balance Sheet, if 
Rs. 2,500 are possible bad debts. Therefore the Reserve is 
shown on the Balance Sheet, as a deduction from the debtors, 
and is not placed on the Liabilities side, although it is a credit 
balance— __ | 


Sundry Debtors Rs. 50,000 | 
Less Reserve for Doubt- 
ful Debts va 2,500 | 
| en Rs. 47,500 


| 
# Methods of dealing with Bad Debts while the Reserve is there :— 
_ With respect to this, two methods obtain— 

4 41) The Bad Debts are debited to the Bad Debts Account 
asthey occur. At the time of preparing the Final Accounts, 
_ the balance of the Bad Debts Account is transferred to Profit 
and Loss Account. The Old Reserve and the New Reserve for 
Doubtful Debts are adjusted by themselves. If an extra amount 
is required to raise the Old Keserve to the figure of the new 
Reserve, itis debited to Profit and Loss Account. if the old - 
_ Reserve exceeds the new Reserve, the surplus is credited to 
_ Profit and Loss Account, Pe wie 


as ais P =“ 
Oe el 
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(2) The Bad Debts are debited to the Bad Debts Account. 
At the time of preparing the Final Accounts, the balance of 
the Bad Debts Account is debited to the Reserve for Doubtful 
Debts Account. If the total of the Bad Debts exceeds the 
Reserve, the difference is transferred to Profit and Loss 
Account. The amount required for afresh Reserve is there- 
after ascertained and debited to Profit and Loss Account. 
Should the balance inthe Reserve being greater than the 
balance required for the fresh Reserve, the surplus is debited 
to the Reserve and credited to Profit and Loss Account. 


Illustration :—( Government of Madras—Lower) The Sundry 
Debtors at 3lst December are Rs 57,210. A Bad Debts Reserve 
of 5 per cent is required. The Bad Debts Reserve on Ist January 
was Rs. 2,670 and the Bad Debts during the year amounted to 
Rs. 2,360. Show Journal, Ledger and Profit and Loss entries 
for the above: 

METHOD—I. 


Journal. 
Profit and Loss Account Dr. | 2,360 


To Bad Debts Account 
(Bad Debts for the year written off) 





To Reserve for Bad Debts 


Profit and Loss Account Dr. 190 | 8 
(Difference required to raise the old Reserve 





Ledger 


Bad Debts Account. 


| ToSundry (Rs. 2,360 0 Deo. 31 | 


Dec. 31 
pete 3 Debtors. 


By P.& |Rs. 2,360 0 0 
L 





Rs. 2,360 0 0 


Rs. 2,360 0 0 


EEE <= Se 











Reserve for Bad Debts Account. 











Dec. 31{ To Bal. (Rs. 2,860 8 OjJan. 1(|By Bal. B/d iRs. 2,670 0 0 
C/d. Dec. $1| By P&L. |,, 190 8 0 

Account 
Ra: 2,860: 8 Rs. 2,860 8 0 





Jan, 1) By Bal. B/d'Rs. 2,860 8 0 


Profit and Loss Account. 

Deo. 31 To Bad Debts 
Alc Rs. 2,360 0 0 

ITo Reserve . 3 

| for Bad Debts ae a 
Account » 190 8 
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METHOD-—II, 
Journal 

: | | Rs. A.) Rs. | A 
Reserve for Bad Debts Account Dr. | 2,360; 0. | 

To Bad Debts Account “ie | | 2,360 | 0 
(Bad Debts for the year written off) | 

® 

Profit and Loss Account Dr. | 2,550 | 8 | _ 


\ 

To Reserve for Bad Debts neal | | 2,550 
{Balance required to build up the new Reserve | 
charged to Profits) | | 











Ledger 
Bad Debts Account 
Rs, A. | Rs. A, 
Des. 31, To Sunday Deb- | | Dec. 31 | By Reserve for 
tors vee, 2,360 


0 _ Bad Debts... 2,360 0 


| | ae eee ae | 


| 
| | 2360 0! | | 2,360 0 





Reserve for Bad Debts Account 


Rs. 
2,360 OjJan. 1 
2,860 8 |} Dec. 31 








To Bad Debts ... 
To Bal C/d. ; 


| 


| 


By Bal. B/d. ee 


By, .P. & 1. 
Account ane 


Rs A. 
2,670 0 
2,000 8 





Dec. 31 











ES go en ee 


5,220 8 | 


| Jan. 1 


3) 


5,220 8 
By Bal. B/d. ...' 2,860 8 








Profit & Loss Account 


| i Sea | 
Dec. 31| To Reserve for | 
Bad debts eer] 2,000 8 











Reserves for Discount :—The object of making Reserves for 
Discount is that the Debtors and the Creditors should appear 
on the Balance Sheet at their true value. 


Reserve for Discount on Debtors: —Debtors are the results of 
gales; and on each sale, a certain profit is taken credit for even 
though the debt has not been actually paid; a cash discount 
will have to be allowed toa debtor when he makes payment 
thereby reducing the profit. Such a reduction of the profit 
should therefore equitably fall in the same period as the one in 
which the profit on sales is shown, and it, surely, cannot be 


4 5 
> + 
x ee 
ea 5 
Pan . 
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wrong to anticipate any loss that will be made in realising. 
ag profit. 


Method: —Discount paid to debtors is a loss and therefore 


provision for a Reserve for Discount on Debtors is a charge on 
Profits. | 


The amount required for the Raderue a is to be caiculated on 
the good debtors, that is on the net balance of Sundry |ebtors 
after the keserve for Doubtful Debts (if any) is deducted there- 
from. A debt is either good or bad. If it is reserved as bad, 
we will not have to pay discount on it. iad 


The Reserve for Discount on Debtors is shown on the 
Assets side of the Balance Sheet, as a deduction from the 
debtors. 


Illustration: —Sundry Debtors on 31st December 1949 are 
Rs. 25,000. Reserves are te be created of 5 per cent. for doubt- 
fu] debts and 2% per cent. for discount payable. 


The Reserve for Doubtful debts will be ks. 1,250. 
‘The Reserve for Discount will be 2% per cent. on Rs. 23, 750 
(Rs.-25,000 less Rs. 1,250) te, Rs 5)3-12-0. 


The Journal entry will be: Rs. -A. P. | Rs. | A. |°P.- 


Profit & Loss Account Dr. 1,843 12 0. : oe 
To Reserve for Bad Debts) > Sth eee: a 
To Reserve for Discount on 

Debtors | 593 | 12 | 0 


(For sainjated Bad Debts 5 per cent 
—- -on Re. 25,000 and Discount pay- | — | 
* able 24 per cent on Rs 23.750) 8 





In the Balance Sheet, the Debtors would appear as follows: 


Sundry Debtors | Rs. 25,000 0 0 
Less 
Reserve for Bad os eee 
Debts. Rs, 1,256 0 0 | RC 3g? ar” 
Reserve for Dis- : 
counts on 
Debtors Ks. 59312 0 


ome | » 1843 12 0 
rE Or rte ae 
-\Aajaatma's of Discount prid when a Reserve is maintained :—The 
Peined of a is similar to that babe: hind Reserves 
for aed: Webi: ® | . . Pe ens oe 
_. Discount paid i is debited to Brat tand Loss hecourt, “The 
in eserve are adjusted to each other —_ the 


Ai? 





aT ee Ff pre 
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METHOD—2 : 


Discount allowed is debited to Reserve for Discount on 
Debtors and if the Reserve is found insufficient, the balance is 
made good by transfer to Profit and Loss Account. The new 
Reserve is created by debiting Profit and Loss Account. 

Reserve for Discount on Creditors:- This is a Reserve for Dise 
count receevable on Purchases made but not paidfor Unlike 
any other Reserve, this Reserve shows a Debit balance, as the 
anticipated discount is debited to the “ Keserve for Discount 


on Creditors’’ Account and credited to Profit and Loss 
Account. fe 


+ The Reserve for Discount on Creditors though debit in 
nature. is shown on the Liabilities side of the Balance Sheet 
as a deduction from Trade Creditors. 

Adjustment of Discount :eceived when a Reserve is. maintained :—. - 
There are two methods similar to those explained for Reserve 
for Doubtful Debts. 

METHOD—!: 

—~ Discount earned is credited to Discount Account. While 
preparing the Vinal Accounts, this balance is credited to Profit 
and Loss Account. The amount of the new Reserve is estima- 
ted and after adjusting it with the old Reserve, the difference 
is either credited or debited to Profit and Loss Account. 
METHOD—2: 
~ " Discount earned i ig credited to the Reserve for Discount on 
Creditors. If any credit baJance is thereby created, it is trans- 
ferred to Profit and Loss Account. The new Reserve is there- 
after created by debiting the estimated amount to the Heserve 
Account. and. crediting it.to. Profit and Loss Account. 

[ilustration: —On January Ist, the Reserve for Qiscount on 
Creditors was Rs, 2x1-L4-0. The Discounts Received during 
the year amounted to Rs. 270-12-1, The Creditors on Ist 
December were Hs.-12,273 and a new Reserve of 24 per cent. 
is required. 


Show the Journal, Ledger, Profit ard Loss and Balance 
Sheet entries relating to Discount. 


METHOD—I: Journal 





























; 3. A Rs, A 
— Dec. 31 | Discount Received 270 | 12 270 , 13 
To Piott & Loss Account os 
(Transier of balance): 
Reserve for Discount on Creditors — ARS 51 25 | 0 prt, 
a To Profit and Loss Account ; | , 25.1 0 
' |(Additional Amount required to raise Reserve) ue 


+ from Rs, 281-14-0 to Rs. 306-14-0. 
| -24 per cent on Rs, 12,275) : 
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_ Ledger. 


Discounts Received 





Dr. ~ con a eSATA ALT SSRI sate cs ee — PRIETO GARE a NAN TT : =i a5 26s a ee 
| | | Rs. A | | 
Dec. 31 | To P,&L. Ale ..., 270 12 Dec. 31 | By Sundries we «= 270 12 





Reserve for — on Creditors 


SRE PIES RI OP REET RTE ARATE OATS 
| 














; : n Fas Bia | Rs. a. | | Rs. a, 
an. o Balance eso} 281 14 |! Dec, BL B Hales c d. ...| 806 14 
Dec. 3] To P, & t.. Alc e60 25 0 . "*t| 3 ee 

| a 806-14 | 306 14 
fan. 1 ToBal. Bid 306 mall | ioe 





Profit and Loss Account 





| | | Rs. A> 
| | Dec. 31 By I ne: Recei-| 
| 270 12 
By! Ceatias for Dis. 
| count on Credi- 
|_tors Rs, 806 14 
Less old | 
| | | Reserve ,, 281 14) 25 0 








eee aS a LT aS ea 


Balance Sheet 





| LIABILITIES Rs, | A.| Rs. | 
Sundry Creditors . | 12,275 | 0 | Pe 
- Less Reserve for Dis- 




















counts eee 306 | 14 | 11,968 | 2 
i Pen | | 
METHOD—II 
Journal 
CREDLE ORAL REDE DANAE LENE DEAS 
Rs. A, Ra. > | -a, 

Discount Received Dr.| 270 | 12 | 

To Reserve for Discount on creditors ase ji 270) «12 

- {Transfer of Balance) 

Reserve for Discount on Creditors Dr. 295 | 12 


To Profit and Loss Account 
(Additional amount to raise the balance to 
Rs. 306-14-0 —24% on Rs. 12,275). 
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Ledger 
Dr. Discount Received Cr. 
| | Bs. | a. | | | Bs. | a 


} 


Dec. 31 Toe Reserve for | ‘Dec, 31 ‘By Sundries 4 270 | 12 
Discount on, | | | | 


| Creditors ..., 270/121 
i 
| 





{ 


t 


! 
j 
i 
| ancpe— cone = | ee | | eee ee ee ~ 
y 








| 270 | 12 | 970 /| 12 
Reserve for Discount on Creditors 
| | Rs. | A. | | Rs. a. 
| | | 
Jan.1 (To Balance B/d. | 281 | 14] Veo. 31 By Discount Re-' | 
Dec. 31|\To Profit and | | ceived | 270 1.18 
| Loss Ajo ..., 295 | 12 | Dee. 31 By Bal, C/d. | 306 | 14 
 t s77 10] 7 | 577 | 10 
Jan, 1 {To Bal. B/d, | 306 | 14 pes 


Profit and Loss Account 


[Fs sal 
baa 
a 


Balance Sheet 


[Dae 31 ‘By Reserve for 


| Discount on 
| | Creditors 




















‘LIABILITIES | Rs. a. eel 
Sundry Credi-/ 
tors | 12,275 | 0 
Less Discount 
Reserve ase 306 | 14 
J alee ep more 2 


, 





| 
Other Methods :—Some accountants favour the method of : 
(1) bringing down the Reserve for Doubtful Debts in the 


Bad Debts account itself, in which case the bad Debts Account 


i 


: 
fy 





will show a credit balance ; 


(2) bringing down the Reserve for Discount on Debtors in 
“ Discount Paid” Account, in which case, the “ Discount Paig” 


Account will show a Credit balance ; 
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(3) bringing down the Reserve for Discount on Creditors 
ins “Discount Received” Account, in which case the “ Dis- 
count Received” Account will show a Debit balance. 

The advantage claimed for this method is that it facilitates 
comparison of one year’s results with another as the transfers 
to;Profit and Loss.Account are in one sum. ; 

Exercises on Reserves for Bad Debts and Discounts: 

_.. Ex. 1. (RA. 1940): On 1st January 1937, the Reserve for 
Doubtful Debts account shows a Credit balance of Rs. 17,500. 
The Bad Debts during the year 193? amount to Rs. 13,0v0. 
The debtors at gist December 1937 are Rs. 3,00.000 and a 
5 percent. Resérve for Doubtful Debts is: required to be 
maintained. The Bad Debts in 1938 amount to Rs 18,000. 
Oh 3ist December 1938, the debtors are Rs. 3,25,000 and a 
5 per cent... Reserve for Doubiful Debts is required to be kept. 
The Bad debts in 1939-amount to Rs. 4,000. On 3lst December 
1939, the debtors are: Rs 1,50,000 and a 5 per cent. Reserve 
for Doubtful Debts is to be maintained. Show the working of 
Reserve for Doubtful Dehts Accountin the Ledger and also 
show how this item will appear in the Profit and Loss. Account 
of each of these three years | 

Ex. 2 (/#dian Institute of .Bankers, 1989); A merchant 
is in the habit of making provision for Bad and Doubtful Debts 
by reserving 1 per cent on his sales at the end of each year. 
The sales during the last three years were as follows: 1936 
Rs. 52,0003 1937.:Rs.-65,000; and 1938 Rs. 78,000. On Ist 
January 1936, the balance reserved to cover Bad and Doub ful 
Debts was Rs.'950. During the past three years the amounts 
actually written off custompr’s accounts as bad were as 
follows: 1936 Rs. 400; 1937 ks 340; 1938 Rs. 520. 

Prepare the Reserve for Doubtful Debts Account and state 
how you would deal with the balance on 3lst December 1938, 

when making up the accounts for the year. ° xX hes 


Ex. 3. (Indian Merchants’ Chamber 1941); On1st January 
1940, Bad and Doubtful Debts account of Dalal Bros. showed a. 
Credit balance of Ks. 15,000. Oa 3ist December 1940, the 
Sundry Debtors amount to Rs. 2,09,000 of which balances aggre. 
gating to Rs. 9,000 were wholly irrecoverable. During the 
-year,a.sum.of, is, 3,(00 was received in respect of a debt which 
was written off in 1938. Write up the Bad and Donbttul Debts 
Resérve Account for the year ended 3ist !)ecember 1940, so as 
=40° carry forward a balance equal to 95 per cent on Sundry 
*Dovtorsasto'thatdate. 8 = _ batt 
Fx, 4, (Indian Institute of Bankers 1943): The Sundry 
-Debters «at. 31st.-December 1941 were Ks. 40,000 and you are 
-required,-to, make .5 per cent reserve for Doubtful Debts and 
and also 5 percent Keserve for Discounts. ‘The actual bad 
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Debts during the year 1942 amounted to Rs. 1,600 and the 
discount allowed was Rs. 1,700. The Debtors at the close of 
the year 1942 were Rs. 50,000 and. Reserve for Doubtful 
Debts and Reserve for Discounts are’ etre to be maintained 
at 3 per cent. 


Give Journal eutrics and ee pw ‘ive transactions wouid 
be shown in the Ledger Accounts, the wie ake and Loss Account 
and the Balance Sheet. 


Ex. 5. The Bad Debts Reserve on me PE oe "Waa 
Rs. 5,745-%-0. The Sundry Debtors at 3!lst December was 
Rs. 1,19,370-6-0 There was no bad debta. PORE, the year and 
itis decided to abolish the Reserve, — 


Make the necessary entries (both eace\i in Sia kimmel ‘ati 
show the Ledger and Profit & Loss Account and Balance Sheet. 


Ex. 6. (Unstitute of Book- heepers—1946) © Tete’ are two 
kinds of provisions for Bad and Doubtful Debts These two 
kinds are called “General” and “ Specific” “Imagine that 
you are balancing the books of a concern and you find that the 
debtors total £1,0)0 and that many of them are bad or doubtful, 

Explain by giving en example of each kind how you would 
caiculate the provision. 


Ex. 7— (Institute of Bankers, London, 1947): On Sea tek 
1946. the books of A Trader show a credit balance Ou. Provision 
for Doubtful Debts account amounting to £270: This sum. was 
made up as to £10 for an estimated loss on fet account, of 
G. Taylor who owed £80 and as to the balance for’ general Ticks, 
During 1946 [ayior paid £50 but was clearly unable to make 
any further payment and Clark. whose debt had:been written 
off as wholly bad in 1945 paid £75. On-December 31st; | $946 
A Trader decides that further debts to'the extent: of £340) are 
bad The total debtors, now remaining on his books amount 
to £8,920 but he fears that John Williams. whose debt is:includ- 
ed in that figure would be unable to pay £120 dua from bim, 
In addition he decides that the general provision for.doubtful 
debts should amount to 5 per cent of the balance It is brought 
to his notice that as he allows a discount of Qk per cent. for 
early paymont and most of his debtors. take advantage, of this 
‘@ilowance, he should make provision for it in’ his » 2nnual 
accounts He has nut previously done’ this” ‘but’ decides ° “tO 
accept the advice given tohim. The tot] of discounts already 
hs ata by A. Trader during 1946 amounts to, £130., a 
You are asked to prepare the accounts : in ‘the books of 
A. Trader for the year to December 3ist, 1946, recording irae 
- matters re to show the sickle Sst 18 in Be Pro tand.L 
_ Account for the year to )ecember 31st, 1946. Personal ac 
vat aban are not required. © - ‘ eral econ 
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CHAPTER XV, 
Adjusting Entries. 


Treatment of : 


Incomes received in advance—Acctued incomes—Pre-paid 
expenses—Outstanding Expenses—Rectification of errors. 





Why adjusting entries become necessary for the purpose 
of ascertaining the Nat profits has been explained under 
Chapter XI, 


Incomes received in advance: There are several items of this 
type. 
ve (1) In ease of Clubs and Associations, the subscriptions 
are received in advance for next year. The subscription year 
and the official year of accounts being the same, the subscrip- 
tions received in advance are separated and carried forward 
asa Liability to the next year as * Subscriptions received in 
advance '’. 


(2) In case of Newspapers, the year to year subscriptions 
from customers do not coincide with the official accounting 
year. The subscriptions are allocated and the portions pertain- 
ing to the new period are carried forward as a Liability. 


(3) In case of business houses, where interest has been 
charged in advance on ranewal of a Bill Receivable, the 
interest has to be properly allocated and the portion for the 
period pertaining to the new year is carried forward as a 
Liability. 

(4) A number of firms take apprentices and charge them 
premiums. As the training extends over a period of two to 
three years, the income is apportioned according to the number 
of years and the premium for unexpiied time is carried forward 
as a liability. ) 


- (5) The income of Telephone Companies and Insurance 
Companies, where the Rates and Premiums are charged in 
advance has also to be similarly apportioned. 


Illustration (z) —-The City Motor Workshop has received a 
premium of Rs. 500 from H. F. Kapadia on Ist March 1946 on an 
agreement to train him as a Motor Mechanic for a period of 
one year. How will this income be disxosed of when the fina] 
accounts are prepared for the year ending 30th June 1946, 
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Solution: Only three months of the period of training are 
covered by the closing year. The premium will threfore be 
apportioned in the ratio of 1:3. Rs. 125 will be debited to 
‘Apprentice Premium’ Account and credited to Profit and 
Loss Account and the balance of Rs. 375 will be earried for- 
wards as a Liability. 

@ 









July 1By Balance B/d....| 375 


Dr. Appreatice Premium Account. Cr. 
9 NERC EERIE RRS SASL T SITES DOES LOTTO ELEC RIE LLL LILLE AE VO LAE LAL LLL 
1946 | | Rs. | 1946 | | Re 
June 30 To Profit & Loss ..., 125| March 1By Bank wut 500 
‘To Balance C/d ry 32D | 
| ——— —— 
| | 500 | 500 
| ong 1946 | te 
| 
| | 


| 


Accrued Incomes: Incomes earned but not received fall 
under this category : 


(1) In case of Clubs and Associations, outstanding sub- 
scriptions form such an income. They are listed up end the 
total is credited to °’ Incomefrom Subscriptions’? Account and 
debited to “ Outstanding Subscriptions”’ which appear on the 
Balance Sheet as an Asset. 


1D 





(2) Outstanding subscriptions in case of periodicals and 
journals are treated on same lines as Outstanding Subscriptions 
of Clubs and Associations. 


| (3) In case of business houses, where surplus funds are 
invested either in Fixed Deposit or Government Securities or 
in a loan, certain interest accrues from the date of investment 
to the closing date of accounts, though it is not actually pay- 
able. The amount so earned is calculated and taken as a profit 
by debiting “Interest Receivable’? Account and crediting 

Profit and Loss Account. This item is shown on the Balance 
Sheet along with the relative item of investment :— 


BALANCE SHEET , ASSETS 








| Rs. A.) Rs. A- 
Investment w».| (20,000 0 


Ada Interest receivable ... 312 8 





95,312 8 





___Where part of the premises are sublet, Rent Receivable 
upto the time of balancing is calculated and debited to “ Rent 
_ Receivable Account ” and credited as profit to Profit and Loss 


_ Acoount. Rent Receivable is shown on the Balance Sheet as 
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In the new year, when the interest is actually received, 
the “ Interest Receivable” Account will be credited and closed, 
So will the “ Rent Receivable ’’ Account be credited and closed 
when the rent due is received. 


Prepaid Expenses: Expenses are sometimes paid which 
extend over a period of a year or more. Telephone, Trade sub- 
scriptions, Advertising, kent, Insurance are all paid in advance. 
Where the year covered by the payment does not coincide with 
the Trading year, the unexpired values are calculated and 
deducted from the payments made and carried forward to the 
next year as Assets under the heading: ‘“‘ Unexpired items of 
Expenditure”. 


Illustration: The City Motor Workshop close their accounts 
on 30th June 1946. Show how the following payments will 
@opear on their Ledger and Profit and Loss Account and on the 
Balance Sheet: 


1. Rs. 129 paid on ist May as Annual Telephone Rent. 


2. Rs. 95 paid on i6th April as Annual Insurance 
premium, | 


Soluticon :—The trading year covers only two months in 
respect of Telephone Rent and Telephone Charge that should 
be debited to Profit is ks. 20. The balance of Rs. 100 should be 
carried forward to next year. 


In respect of Insurance, the period covered by the trading 
year is two and a half months and the charge at Rs. 8 a month 
works out at Rs 20 only. The balance of Rs. 76 should he 
carried forward to next year. 


Ledger 
Dr. : Telephone Rent Cr. 
SR : 
; : | 
: ee or Rs. A. ; Re. A. 
1946 ; 
May 1 | To Bank .-| 120 0; June 30 By P. and L. feo © 
f By Unexpired 
balance C/d_...| 100 0 
faa” 120 0. 120 0 
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Insurance Account 














SE Sea ate ae eee Cae ee ere ee ae. 23 PEP NEEL LLE POEL ETI 
| | | 
1946 | eS 
Apr. 15 To Bank 2 ©6960 June 30 By P. and L. ' 90 0 
| | | aes ep : | 
| |  |By Unexpired 
bod : | /" balance Cd.) 16 0 
| | | 
ear ree | | eee #2 v0 CoD 
| 96 0} | | 96 0 
neoer babii isa 
| | | | 


July 1 To Bal. B/d. 


Ra, A.| Rs. al) 


) 
| 
| 
t 











Juno 30 | To Telephone Rent 123 0 
| Less Unexpired | 
balanee ...| 100 0) 
| - | 20 ol 
To Insuranse a | 96 0 
Less Unexpired | | 
‘balance sa 16 i ; 
| 





Balance Sheet 











ASSESTS | Re. a. 
Unexpired expenditure: | | 
Telephone Rent 100 0 
Insurance Premium | 76 (0 





- Outstanding Expenses: It very rarely happens that all the 
liabilities are paid out and included in the accounts at the date 
of balancing. Many business houses take time to pay rents, 
salaries, wages, insurance and such other exvenditure after the 
date on which they are payable. For Factories and Workshops, 
it takes about a week’s time to prepare the Wages Sheet. In 
case of rent, where a deposit is placed with a land-lord the rent 
bill is usually paid by the 15th of next month. Such expenses 
have accrued due and must be debited to Profit and Loss 

Account at the time of balancing. They are first debited to 
their eppropriate Ledger Accounts and credited to an‘ Out. 
standing Expenses ”’ Account. More often than not, the accru- 
ing amounts are debited in their Ledger Accounts for the oj 


a 


i rg 


~e 
Pod 
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period, and brought down as credit balances in the same 
accounts for the new period. 


Illustration: On 3ist December 19... , Wages Account 
shows a balance of Rs. 10,450 and one month’s wages to the 
total of Rs. 950 are due but not paid. Show how the outstanding 
Wages will appear in the Ledger, Profit and Loss Aécount and 
the Balance Sheet. 


Ledger 
Dr. Wages Account Cr. 




















| 
| Rs. A. | | Rs. A. 
Jan to | | 
Dec. 31 |To Cash ..-/ 10,450 0) Dec. 31 | 
To Balance C/d for | 


i. 
Dec. Wages wo} 990 + 


By P. and L. 
Account ...;11,400 0 


| 
a 
| 11,400 0 


er BR ee ee 








BOOS pores ms EP oe 


11,400 0 


eqn SF aaa | 


( 


Jan.1 |By Balance B/d for 
Dec, Wages... 950 0 





Profit and Loss Account 





sae | Re a, ORs. A 








- { 
Jan, 30 [To Wages | 10,490 0 | 
Add Outstanding: 
for Deo. a 950 0 ) 
—————}| 11,100 0]! 





SRT IA EAE R EDIE SOE NEN BEINN D LEADED IEEE LLL DIE ANE LENA LEE DELLE LESLIE LE LEAR, 


Balance Sheet 








LIABILITIES ‘Rs, A. 





Outstanding expenses : 


Wages “<a 950 ‘| 
AAS ES SS TT SS I 


Rectification of Errors: Wien the Trial Balance fails to 
agree, it is a signal that an error has been committed in posting 


of Ledger Accounts. The errors have got to be detected before 


the Final Accounts are prepared. When such detection fails 
within the available time and preparation of final Accounts can 
on no account be daiayed the procedure is to place the differ- 
ence between the two sides of the Trial Balance to a Suspense 
Account. lf the Suspense Account shows a Credit balance, it 
will appear on the Liabilities side of the Balance Sheet; ifa 


debit balance, it will appear on the Assets side of the Balauce 


Sheet. Under no circumstance an error should be neglected for tts 





at se 


Ab eae es et 
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small value as it might be the result of several errors of high: and 
small values but of opposite nature. 


Sia of Errors: Errors are classified as (1) Errors of Com- 
mission, (2) Errors of Omission and (3) Errors of Principle. 


Errors of Commission: This typo of errors arise (1) when one 
side of th® transaction is correctly posted and the other side is 
not, 2) posting an entry on the wrong side of an account, 
(3) posting an itein in the account twice over, and (4) over- 
stating or understating the balance of an account at the time 
of balancing 


When such errors are committed, the Trial Balance always 
fails to agree. 


Posting of a transaction to a wrong account but on the 
right side of it is the only error of commission which does not 
prevent the [rial Balance agreeing. Furniture bought may 
be entered in the Purchases Book and debited to Purchases 
Account instead of Furniture Account. 


If an error of commission is detected before prapairation of 
Final Accounts, the correction can be made by neatly ruling 
out the wrong figure and writing the correct figure. lf the 
error is not detected and the Final Accounts are prepared 
after putting the Trial Balance difference to a Suspense 
Account, rectification has to be done, by a Journal entry when 
the cause of error is subsequently found. The Suspense 
Account will be automatically closed after all errors are adjust- 
ed. Otherwise if some difference —— it will be adjusted 
to Profit and Loss Account. 


 Wlustration:—If the scrutiny reveals that goods oe 
from a merchant amountingto Rs 5-5-0 were credited to his 
account as ks. 55-0-0, the Merchant’s account will be debited 
with Rs. 49-11-0 and Suspense Account will -be credited. If it 
‘is revealed that discount earned from a customer is debited to 
the Customer, but not credited to Discount Account, the value 
will be debitedto Suspense Account and credited to Discount 
Account. psee is = 
| Errors of Omission and Errors of Principle: -The Trial Balance 
- agrees in spite of these errors as they are compensating errors. 
_ They are revealed only on scrutiny (audit) of accounts. 


hp Errors of Omission arise when a transaction is not entered 
in the Subsidiary Book and is also not posted to the Ledger. 
: path in Ba | 

a (lA sale is not entered i in the Sales Book and not posted 
to a Ledger, 

Esk, (2) 2 aD sspanolieae is not entered in the ° Purchases Book wad 


a 
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(3) A Cash receipt.or payment is not entered in the Cash 


“Book and not posted to the Ledger. When detected, an error 


of 


this typeis to be set right by a Journal entry to create the 


right position. 


in 


Errors of Principle arise when a question of “ principle ” 
volved as when an expenditure of a capital nature is debited 


toa levenueaccount. An advertisement sign costing Rs. 290 
‘should not be debited to Advertising account, but to Fixtures. 


WwW 


ages inctirred on construction of a new wing of the building 


should be debited to Building Account and not to Wages. 
Carriage Inwards on Plant and Machinery should not be debit- 
"ed to Carriage Account, but to: Plant and Machinery Account. 
Furniture bought for office should be debited to Furniture 


Account and not.to. Purchases. When detected an error of this 
ty 


pée.is to be set right by a journal entry. 
lustration :—(lnsiitute of Book-keepers, June 1936) Journalise 


the following :— 


. £8 paid for office stationery posted in error to ‘ Office 
: - furniture’ account. 
2) £10 cash sale, posted in error to credit of Purchases 
: BiG 
és (3) £2 ‘due to P, Brand to be written back as being allowed 
= “by: him as discount. 


ete Goods valued at £10 returned from joeee had beer 


_... entered wrongly in the Purchases ieturns Book. The 
_, entry had been posted to the debit of Jones’ Account. 


ane, _ Journal, entries will ade = 


























Sisiiente aif . Dr. § 0 0 
fan ._ To Office Purnitare fiftls i Re | 8 Oo 40 
“Purchases | 1 gee ee opal Dr| 10 0 0; 
To Sales cole oh Saat oA. ait 10 0 0 
es Brand | ey ae Dr. 2 0 0 
‘To o Discount a/¢ aoe, Les os Ta 2 Ace © 
Pian gi Returns dats ig rts | Dr 10 0 0 
aa pores 2 METS “ 1 @ 
i ssfaetuei betes Di oo wie: sequted 2 : 
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Wustration : ~ (/nstitute of Book-keepers, June 1940). t 

You are required to submit journal. entries advrowne the - 
undermentioned errors, assuming that the net difference.on. the 
books had been placed ina suspense account for the purpose of 
making the Trial Balance totals agree :~—- 


(a) The Sale Book was undercast in the month of Decem- 
* ber 1939 by £9. 
(ob) A purchase of £23-6-2 from A. Wilson was env ndbtls 
entered in the Purchases Book, but .was credited. 
to Wilson's Personal Account as £25-2-6, 


(c) The total of one of the pages in the Sales Book during. 
~ ¢he month of Angust 1939 was £623-18-4, but the” 
amount was broucht forward to the top of the 

next page as £632-18-4. 


(d) £262-10-0 vaid for the purchase of new ee working 
machine had been debited to “* Repairs to Plant”. 
account. 

(e) A cash sale of goods for £10 ts a regular credit 
customer, G. Barnard, was debited’ to the ‘Cash* 
Book as a Cash Sale nine was posted to the credit 
of Barnard’s Personal a/e in the Sales Ledger. 


Journal entries :— re ee 
Re ON LEE TRENTO, TNE ORDERS SECT IEEOTSIEY 























; a. £.. sd, 
Suspense A/c Dr.j- °~9° 0 O11. - <9: O O 
To Sales A/c a 9...0 ..Qc** 
Difference due to undercasting adjusted | 
Ree 
_ Suspense A/c Di eee 
To A, Wilson i. selina ~ “OF 3 8 
Difference between £23-6-2 and £ 23-2.6 ve Wis ea: SP sy 
‘Sales A/c Des yO0@ Oke ei 
To Suspense A/c 2h ee eee o 0, .0.. 
Difference between £623-184 and £632-18-4 ‘ oS RPE SE, SLi! sete 
pemaed  bodiish vi : 
goof oe 
Plant and Machinery A/c Dr., 262 10 WE ack 8 ifone 
To —— to Plant Account Weer 262.10. 0. . 
£6 Barnard “Dr, 10 0 aa a 
To Sales A/c a aoe Ie oO 0 
Ise 
‘a Exercises on Rectification. of Errova. 
2 


ee 7. 1010) B. Book- keeper while Belasibhiig ma 
: cs, finds that he is out excess credit Rs. 86-2. Being required 
te repe e Final Acgounte, he places the difference: to a newly’ 






Sarak. 


jp 
a byte ra Fa NS, Ty 
oa) de RT hea) 4 r Sie 26 ren 
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opened suspense account which he carries forward to the 


next year. In the next year the following mistakes were 
discovered : Sam 


(z) goods bought from a merchant amounting to Rs. 5-5-0 
had been Posted to the credit of his account as Rs. 55-0-0- 


(b) a ditiousured Bill of Exchange Mheivalis for 
Rs. 200 returned by the Firm’s Bank had been credited to the 
Bank Account and debited to Bills Receivable Account. 


(c) an item of Ks. 10-10-0 entered in the Sales Returns 
Book had been posted to the debit of the customer who returned 
the goods. 


(d) sundry statis of plant sold amounting to Rs 260 had 
been entered in the Sales Day Book, the total of which had 
bean posted to the credit of Sales Account. 


.. . (e) an amount of Rs. 60 owing by a customer had been 
omitted from the schedule of Sundry Debtors. 


(ys) discount amounting to Rs 2-5-) from a creditor had 
been duly ¢ entered in his account, but not posted to discount 
AG AAUD I. : . 


Hints : _The difference in the Trial Balance is Rs. 86-2-0. 
The credit side is excess. Therefore the difference will have 
to be taken as a debit balance for the Suspense Account that is 
opened, 


: (a) The eS, Ae the merchant has been excess credited 
with Rs. 49-11-0. So debit him and credit ‘‘ Suspense 
Account.” ae is ic oclapiieaaein ce 


(6) For a bill that is returned by the Bank as dishonour- 
ed the party from whom the bill was received is to be debited. 
In this case the B/R A/c. is erroneously debited. So far as 
Bank is concerned the bank has been given a credit. To 
rectify the error the party will be debited and B/R will be 
credited. 


(c) The customer who returns the goods has to be credit- 
ed with the value. In this case the value is debited. This 
wrong detit should be first reversed and the correct credit 
should further be given Suspense Account will therefore be 
debited with Rs. 21-4 and the customer will be credited. 


: (d) Any value of the plant sold should be credited to 
Machinery and Plant Account. The value has been wrongly 
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eredited-to “ ‘Sales * Debit’ Sales Account ” and credit Plant 
and Machinery ” 


(ec) An account of a debtor owing Rs. 60 is omitted. 
Debit the Debtor’s Account and credit the © Suspense Account’ ‘ 


(f) It'is an item of discount earned, not posted to discourit 
Acccunt. “Debit Suspense Account and credit Discount Account 
‘Rs, 2-5- 0. 


Suspense Account. 


Rs. A. P. Rs. A. Ps 


«To the difference in | By the Merchant bah 49 11 0 

Trial Balance. 86 2 0 By the debtor (e) . 60 0 0 
To.the sea 91 4 0 ee 
To discount (fs)... -.2 5 0. 

Rs. 109 11 O : Rs. 109 11 0 

Ex. 2.—(R. A. 1934) In taking out a Trial Balance, a Book- 
keeper finds that he is out Rs. 338-1-5 excess debit. Being 
desirous of closing his books, he places the difference to a 
newly cpened suspense account which is carried forward. Jn 
the next period he discovers that (2) a credit item of 
Rs. 97-6-11 has been debited toa Personal Account as-ks 79-11-6. 
(6) A sum of Rs 95 written off Fixttrés as depreciation has not 
been posted to Depreciation account. (c) Ks. ].500 paid for 
furniture purchased has been charged to the ordinary Purchases 
account (d) a discount of Ks. 37-6-9 allowed to a customer has 
‘been credited to him as Rs. 36-7-9 (e) The total of the Inward 
Returns has been added Rs. 9 short, and (f) An item of sale for 
Rs. 59 was posted as Rs. 95 in the Sales Account. 





; Give the correcting entries and prepare the suspense 
account. State also the ultimate effect of these correcting 
entries on the Profit and Loss Acccunt. | 


Hints :—It is given that the debit side is excess by Rs. 33-15. 
Therefore the Suspense Account will open with a credit 
balance of Rs. 38-1-9. 


(a) The personal account has been debited with 
Rg. “9-11-6 instead of being credited with Rs. 976-11. So the 
total error is Rs 177-2-5. Suspense Account should be debited 
and Personal Account poured be credite t 


(b) Debit Rs. 95 to Depreciation ndeiins and credit 
Suspense Account. Note that credit has been posted already to 
Furniture ee 

92 f, te ; et ee ee Pee ; Vie $02 
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(c) Purchases Account has been wrongly debited. The 
debit should have gone to the Furniture Account. Debit 
Furniture Account and credit ‘ Purchases Account”. 


(d) The customer has been short credited with annas 
fifteen. Debit Suspense Account and credit the customer. 


(e) Inwards Returns are added Rs. 9 short. It Means 
that the Returns [nwards Account has been short debited with 
Ks. 9. So debit it and credit “ Suspense Account”’ 


| (f) Sales Account has been excess credtiet Rs. 35. 
Debit it and credit Suspense Account. | 


Suspense Account. 


aug | Rs. A. P. | Rs. A. P. 
To Personal Account By Difference in 
e «) neti Qn (> oeee Trial Balance ... 38 1 5 
To Customer (d) ... 015 0 By Depreciation | 
| Account (6) ...95 0 0 
By Returns Inwards 
(e au A oe 
By Sales Account(/) 36 0 0 
178 1 $ 178 1 5 


aD a CED = 





Brae 


_ Effect of Rectification entries on the Net Profi‘s :—The Net 
Profit will be decreased by debits to Depreciation Account 
Rs. 95 ; Returns inwards Account ks. 9 ; Sales Account Rs. 36. 


Ex. 3.—(7 M.C. 1938) The Trial Balance of Novelties (1936) 
Ltd, proved to Be. out of balance and a suspense account was 
opened accordingly. On investigation the following errors 
were discovered :— 


<2 (a) Additions in Sales Day Book undercast by Rs 100. 


(6) Sales item posted to Jagmohandas & Co. as Rs. 5-13 9. 
instead of Rs. 9 13-5. 


© Purchase item posted to Chhugmal & Co. as Rs 18 5 9 
instead of Rs. 18-15-9. 


(4) Sale of Rs. 150 entered in the Sales Returns Journal 
in error, but posted correctly to the debit of the customer. 
2 ‘The finding 3¢ these errors enabled a balance to he struck, 
id the journal entries peynerne to correct these errors. ae 
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‘Hints :—1t is not required that a Suspense Account be rer- 
pared and it is not necessary that we should know the differ- 
ence in Trial Balance to open the account: 


(«) Sales have been under-credited by Rs. 100. Debit 
Suspense and credit Sales. 


(6)°Jagmohandas & Co. have been under-debited with 
Rs. 3-15-83. Debit them and credit Suspense. 


(c) Chhugmal & Co. have been under-credited by 
As. 10-0. Debit Suspense and credit them. 


(d) It is a double error. Sales Returns are excess debits 
ed. So they are to be credited with Rs. 199, 
Sales have been under-credited with Ks. 150. 
Debit Suspense Rs. 300; credit Sales Rs. 150 ; 
Credit Returns Inwards Re. 190. 


Ex-4,_ (1.M.C. 1936): Point out the inaccuracies.in the 
following Journal, giving your reasons, and make the necessary 
entries to correct the errors, 





A | Rs, As P. Rs. A. Pe 
Messrs. Dalal & Co., Poona : Dr. | 


































935 7 6 
To Sales .| 935 7 6 
Being the price of 20 tons of Portland cement “ Hand : 
. Brand” at Rs 52 per ton, free on rail, Poona, less | 
the amount ot Railway freight paid by them. | 
Railway Freight account Dr.| 104 8 6 
To Messrs. Dalal & Co., Poona 104 8 6 
Being the amount of Railway freight paid by them on ti 
the above. . 
Sundries ; 
A. B, Mehta Dr.| 600 0 O 
Travelling Expenses br.| 354 8 6 ; 
To A b&b. Mchta’s Advance Account 954. 8 6 
Being the amount of A, B. Mchta’s salary for the month | ; 
of september deducted by him trom amount advanced | 
to him, and the amount of his travelling expenses as 
per account rendered by hun. | 
investment ae : Dr.| 8,066 13 1 i 
To Kalidas Jamnadas 8,066 13 1 


Being the cost of 33 per cent Government paper of the 
face value of Ks. 14,000 bought through him at 
80 per cent ex-interest, Accrued interest to date of} 

' purchase Rs. 58 5- 4 less incometax Ks. 1-8-3 and} 

; Sens: Rs, 10, ’ | | 





Se UM TRON, ORE UNE TEAS IRI MOT UR tr den 
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Hints :—First two entries are in respect to sale of 20 tons 
of Portland: cement. The price fixed covers the Railway 
freight. The goods are sent on ‘to pay” terms and there‘ore 
Dalal & Co pay the freight and therefore they are debited 
with ks. 935-7-6 and not with Rs. 1,040. The second entry 
should not have been passed because thereby they are given 
excess credit. To correct the error, reverse the entry. Debit 
Dalal & Co., and credit Railway freight Rs. 104-8-6. 


In the third entry, we are told that Rs. 600 is Mehta’s 
salary. His travelling expenses are ks. 354-8-6. Instead of 
debiting the Salary Account, Mehta’s personal Account is 
debited. To rectify this error, debit Salary account and credit 
A: B. Mehta with ks. 600. 


In respect to the fourth item the total amount payable to 
Kalidas Jamnadas is made up :;— 


: Rs. . A. P. | Ks. -A. P, 
_., Cost of 34 per cent G.P. | | 
* “~- Notes Rs. 10,000 at Rs. 80 8,000 0 0 


Brokerage a 10 0 0 
zi ges a 8,010 0 0 
- Interest. accrued paid to bay 
_ the seller ss os. oe 
Less Income-tak. ce: | rcs seese cts Bead be 4 ie et a 
ee 5613 1 
8,066 13.. 1 





“The amount to be debited to Investment Account is 
Rs. 8,010. 


Interest on Investment should be debited ath Rs. 58- 54, 
Income-tax should be credited with Rs. 1-8 3. 

Kalicas Jamnadas is given credit for the right amount. 
“To rectify the error, debit interest on investment with 


Rs. 58.5.4. Credit Investment Account with Rs. 56-13-] 
. and credit Income-tax Account Ks. 1-8-3. 


Ex-5. (Indian Institute of Bankers, 1937): The following 
errors were made by the accountant of Messrs. A. Kumar & Co., 
during the year ended 3lst December 1936. How would you 
adjust the errors and also explain how they would oflest the 
Accounts for the year :— 

(a) Salary Rs. 1,000 paid to Mr. Kumar, a a Be fo in 
the firm, for September 1936, was debited to his 
neeporsonal account. ee ae ae es = 


er pity, rly Seah as 
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(b) Wages paid for the addition of a new wing te their 
ets : Factory building amounting to Rs 5,300 were 
debited to Building Repairs account. 


(c) Invoice for Rs. 2,590 for goods purchased was not 
passed through the books although the goods are 
° included in the stock. 


Hints:—(a) Instead of debiting ‘“‘Salary Account”, Kumar's 
personal Account is deoited. Torectify the error 
debit the salary Account and credit Kumar's 
Personal Account Rs. 1,000. | 


(b) it is a Capital Expenditure. To rectify the errur 
debit Building Account and credit Repairs ”’ 
Rs. 5,300. 


(c) Debit ‘ Ratshaacn.’ and eas the case of pacer 
~ Ks. 2,900. aS 
Effect of rectification entries on the:net-Profit?—The net profit 
will be decreased by Rs. 1,000.and ks. 2,500as aresult of efitries 
(a) and (c).; Tne net patolh will be: increased by. Be: 2, 300, asa 
eee meets (6k Beta Pictis unis ert athas 2 


fedian lasittute a —. 1942) : 

“ a Novice, a -Book-keeper, -in taking out a Trial 
Balance finds that he is out Ks. 72 excess Debit. Being 
derirous of closing his books he places the difference toa newly 
opened Suspense Account which is carried forward. Io the 
next cule he discovers that-—— 


(1) a credit item of Rs. 97 has been debited to a personal 
account as Rs. 79. 


mt) sum of Rs 95 written off Fixtures as Depr eciation 
has not been posted to Depreciation Account. : 


(3) Rs. 1,590 paid for Furniture purchased has been 
charged to Ordinary Purchases Account... 


(4) a discount. of Rs. 73 allowed to.a eaninad has peor 
credited to himas Rs. 37. 


(5) the total of the Inward Returns has igs added Rs. 9 
+ghort,and | 


a ++ (6) an item of sale of Rs. oo was posted as Sp 95% ™ os 
Sales Account, | 


Bi Lal: « » Give the correcting. on teieis and prepare the he 
is erage Account. 
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-Ex-7, (Indian Institute of Bankers, 1945): 

A Trial Balance at a given stock-taking shows that the 
books are arithmetically accurate. The book-keeper has, how- 
ever, by inadvertence or through ignorance, made the following 
postings :— 

(1) A Bill for Rs. 850 received from a customer has been 
credited to Machinery and Plant account. 

(2) Discouts of Rs. 540 allowed to customers have been 
debited tc Keserve Account: 


(3) Repairs to Engine and Boiler Rs. 1,300 and the cost 
of a New Boiler ks 8,5U0 have been charged against 
Machinery and Plant. 


(4) A sum of Ks. 5,000 for a 3 vears’ Advertisement has 
been carried to Printing and Advertising. 
Pass the rectification entries that will be necessary to set 
right the errors. 
Ex 8, (indian Merchants’) Chamber, 1942.) 


The Trading and Profit and Loss Account of bousie Stores 
showed a gross profit of Ks. 8,000 and a net profit of Rs. 3, is 
On audit the following errors were discovered: 


(az) The inventory of closing stock was over-cast by 
Rs. 100. 

(b) Goods sold for Rs. 300 were returned by the customer 
and included iu stock but no adjustment was made in the books. 

(c) Purchases included a sum of Rs. 2,400 paid for a new 
delivery van. 
(da) A sum of Rs. 1,500 drawn ee the Proprietor was 
debited to Establishment Charges account. 

(ce) Interest on Investment Rs. 500 received during the 
year was adjusted as outstanding. 


Give the necessary journal entries to correct these errors 
or prepare an adjusted Trading and Profit and Loss Account. 

Ex-9. (indian Merchants, Chamber, 1943). 

‘How would the following errors in the books of a business 
affect the accounts of the same? Show corrective journal 
entries. 

Rs. 35 for. goods ‘ald ae to the debit of General charges. 

- Rs; 95 cash posted to the credit of Jamsetji, a partner 
hth to Jamsetji, a customer. 


Rs. 5 posted to debit of opreet hs tee of Shankerlal in 
payment « of his account. 
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Rs. 100 for wages to workmen for erecting the firm’s new 
pene tare charged to wages account. | 


Rs. 75 Cost of repairing roof of a shed charged to building 
accounts. 


Rs. 50 posted to the credit of Jamnadas instead of to the 
credit of Shankerla!. 


-Ex-10. ([ndian Merchants’ Chamber, 1945.) 


State how yor would correct the following errors giving 
journal entries where necessary : — 
i (z) An amount of Rs. 105-15-0 for a credit sale to 
©. Gupta, although correctly entered in the Sales Book, has 
been posted as Rs. 119-5-9. . 


(4) A credit purchase of goods amounting to Rs. 125 from 
Messrs. Vikram & Co. has not been entered in the Purchases 
Book but the payment made subsequently has been debited to 
their personal account. 


(c) Wages paid, Rs. 267-8-0 for installation of a new 
machine, are debited to Salaries and Wages Account. _ 


(7) Rs, 759 being the cost of a wireless set bought for 
the son of the proprietor had been debited to General Expenses 


Accounts, 


(e) The Roaivais of Petty Cash Book had been omitted 
for one month; items were:—(l) Excess cash on payment of 
wages retained by Petty Cashier, Rs. 19-9-0. (2) Postage and 
Telegrams Rs. 120-10-0. (3) General Expenses Rs. 240-14-0 and 
(4) Sundry payments chargeable to the proprietor personally 
Re. 377-16-0. 

(f) Rs. 250 drawn by Bulakhidas, a‘partner, had been 
debited to Bhulakhidas, an employee. 


Ex-11, (R.A. 7942.) 

At the commencement of the audit of a firm you are 
marided a disagreed trial Balance. In the course of audit you 
detect the following errors :-— 
| (z) Rs. 5-10 for wages paid on 2nd January 1941 was 
omitted to be posted into the Ledger. 


/ (6) The cash book for the 7th a acike 1941 was wrongly 
totalled on both sides as Rs. 494 instead of Rs. 497. __ 


3 (c) Rs. 30 for rent payable for the last month of the 
firm’ 8 accounting perio’. was omitted to be taken into account. 


i: 


— 
3s ‘ 
er, 
“4 . 
pm ea es ee 


{ 

\ 
“= 
3 


» Salaties-and Wages ‘« ud heddimo eave Wo! 
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(a) Tn the sales: day book on page 2 entry for goods sold 
to A. B. & Co. totals Rs. 467 in the inner column but the 
amount was wrongly extended in the outer column as Rs. 476. 


(ec) On page 10 of the cash book the entry for Rs. 10 in 
respect of postage and telegrams was wrongly posted to 
Furniture and Fittings aecount’in the ledger. 


Distinguish in each case the class of error and state how 
would you adjust ‘the errors. Pass journal entries where 
necessary. . 


Fx-12. (Indian Mpa Chamber, 1944.) 


.* -The Cashier of Indian Toys Mart closed the Cash Book at 
the end of the day. The Cash Kook we showed a balance of 
Re. 1,984.6-6 while moneys actually on hand in the Cash Box 
amounted to Rs. 1,875-8-0. 


On checking the Cash Book it was found: that: 


: (t) Balance brought forward the previous: day which 
was Rs. 1,413-7-6 was entered as Rs. 1,437-6-0. : 


» «+ (2) Cash Sales for the day wishdeh ante _to Rs. 571 were 
entered in: the cash book as Rs. 517. . 


(3) While paying for goods agneaaee i uate of 
Rs. 200 a discount of Rs. 20 was allowed by the payee,” ‘but the 
payment was entered in the Cash Book as Rs. 200. 


: (4) Payments side was totalled up short by Rs. 9. 
(5) A sum of Rs. 150 banked ‘was not entered in the 
Cash Book. 

. Give the digtine entries in the aes Book necessary to 
correct: the above errors. 2 





Exercise—20 


(R.A. 1946) : 

The pAlawsne is the Trial Balance of Mr. Saktuona Sen as 
at 3lst December 1945. Yo'! are asked to pass the necessary 
Adjusting. and Closing Entries and-to prepare the Trading and 
Profit and Loss Account and Bemnad Sheet as at that date: — . 


eet eee ue 203 Gyge eo 
asus [RES eu egty |, bo3 ne hisg eeuaw s07 4 Rs. 
S* Jen’s Capital Account | RTE OS (ET SS aber ECG - 1,08,090 
Stock on Ist January 1945 ace one te: "HK ddd? 
Sales and Sales Returns - S ait toldeed dep8G0 42 89,600 
Purchases and PisditesbReturad! ash em wal 00 .. 5,800 
Freight and Carriage . aa ies 
Went oid Taxed’ *! OFF 60) Sayed tet 





“ . 


» - 


177 


Dr. | Cr. 
Rs. Rs. 

Sundry Debtors in bécaiis ne 
Sundry Creditors se 14,800 
Bank loan at6 per cent aa Ls 20,000 

>» Bank Interest ie 900 ie 
Printing snd Advertising he 14,500 (as 

> Income from Investments es - | 290 
Cash at Bank xn 8, 000 et his 

T Discount Receivable ie iis 4,190 

° _ Investments vais 5,000 ie 

. Furniture and Fittings sak 1,800 

~< Discounts Pavable oc 7,549 

' General Expenses a 3,910 si 

, Audit Fees He 700 ny 

, Insurance si 600 re 

~ Travelling Expenses es 2,330 

+ Postage and Telegrams it 870 

+ Cash in Hand sa 380 
Deposit with Mr. B. K. Ray iG. 30,000 

» Drawings Account Se 10,000 








Total ...  4,42,730 4,42,730 





Stock on 31st December 1945 was Rs. 78,600. Make the follow- 
ing adjustments: 

(a) Included amongst the debtors Rs. 3,000 due from 
Mr K.C. Nag and included amongst the creditors 
Rs. 1,000 due to Mr. Nag. 

(6) The effect of advertising being not yet expired, a 
quarter of the amount of “ Printing and Advertising ” 
is to be carried forward to the next year. 

(c) Reserve 2 per cent for Discount on Debtors and 
create a Bad Debts Reserve at 5 per cent. 

(4d) Depreciation of 10 per cent is to be written off 
Furniture and Fittings. 

(e) Wages owing on 31st December 1945 Rs. 300, Salaries 

owing Rs. 500 and carriage owing ks. 100. 
(f) grsiracve paid in advance on 3lst December 1945 
| Rs. 80. 


(g) Furniture which stood at Rs. 600 in the books on lst .. 
January '45 was disposed at Rs. 290 on 3(th June in 
_part-exchange for a new furniture costing Ks 520. 
A net invoice for Rs, 230 was passed hehe the 


sPurcliases ed Book. 


= 
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~% kh) Invoices amounting to Rs. 400 had been omitted from 


5d the books. 


@) A new sign costing Rs. 100 is included in A Avertising. 


> Gi) Two dishonoured cheques for .Rs.. 200 and, Rs. 3(0 
respectively had not been entered in the Cash Book. 

ae first for Rs. 200 is-known to be bad. [n the 

ere case of the second cheque, for Rs. 309 it is expected 
‘that the Debtor would be in a position to pay ¢ a divi- 


oy ok ‘dend of 12 annas in the rupee. . 


.(k) Private Purchases amounting to Rs. 600. had been 
‘included in the Purchases Day Book. 


mC) Charge full year’s interest on Deposit with Mr. K. B. 


, Ray at 7 per cent per annum. 


“(m) Provide for interest on Bank Loan for the whole year, 


Hints 2 Study the solution. given below and on subsequent | 
‘pages (Grass Profit Rs. 57,2303; Net Profit Rs. 16,756; Total. S4 
B. 8S. Rs. J 00, 546 5 Balance of Cacital Rs: 1, lf 246.) | 


Fe beck eg, oe OE ae 
oh : Adjusting Entries 
a) Creditors | 


“MG Gs. 25) Sap Debtors : ? 
(b) Prepaid Printing and nave tates 
post +! ° V9 Printing and Advertising 


£7" (ce): Profitand Loss A/e | 
To Reserve for. Bad Cebts 


‘i 5 +. To Reserve for Dis. on Debtors - 
Spe (dy : Depreciation Al@ oa P 
i | To Furniture and ithe 
:,. (e) Salaries and Wages Alc. sires 
Carriage A/c. ‘ad 


To Outstanding Expenses She 


: emit wien 


To Insurance Ale 


BO Ugh” Loss‘on Furniture A/c _ Be oe eae 
ss ' 5 Furniture and Fittings i Pace 


ae Ao ret Ban and Fittings. Ale a va 


pe W Prepaid Insurance A/c . — ee 


Dr | 


Dr. 


. Der: 


eee 
_ Dr. 


To Purchases. She 3 


Rs. Rs 
ime eee 
3.695" a 
: a 3.625 
»6 | 
1161 
44] / 
BOE 2) tn 
| 182 
spa 
100 | 
ee 
80 24 i 
80 4 
310 re, 
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7 -- 


4) Bad Debts 


To Debtors = 


1) Drawing A/c 
To Purchases 
(mn) Déposit with B. K. Ray 
To Interest on Investment . 
(x) Bank Interest 
To Bauk Loan 


Journal of S, Sen 
Closing Entries 


Trading A/c a Es 
‘Lo stock A/c oe SYS 
, Purchases A/c a 
» Freight and Carriage Ale 
5», sales Keturus A/e¢ 


Sales A/c ae S= DE 
-Parchases Returns A/c oe 2 @ UR 
Closing Stock Ge ee 
‘To Trading A/e Tae oe ee 
Tradiag A/¢ —-vee--> DE 
To Profit and Loss Alo. ee 
Profit and Loss A/c. Senos" y 


To Rents and laxes = 
Salaries and Wages __... 


59 

,, bank Interest a 

», Printing and Advertising. 
» Viscouut Payable oa 
35 General Expenses 

os Audit Fees toes Real 
, insurance ve 


‘Travelling Expenses ¢: 
—-,- Postage and Yeiegrams.. 
4, Bad Vebts “es 
4, Depreciation ~ 4 
ot _Keserve tor Bad Debts |... 
.S Reserve for Liscount .., 
yy Loss on Furnituie pe 







lal erest on vegies with | 
Piss ‘BEAK Ray. Dr, 


Income | trom lavestment _ oe Dre - 


geo Dre. 
Soe 


= Rss. Rs. 
De. 2te. 
x 275 
Dr. ~~ 600 
| 600 
Dr. 2,160 
2,100 
Dr. 1,200 
1,200 
Rs. Rs. 
3,16,770 
z 46,800 
2,42,670 
18,700 
= 8,600 
2,89,600 3 
J,508 <*> 
73,000. 
. 74, 000. 
94, 200-+~- 
= - 878 239. 
«47,014 2 
Ls ar tx 5.700 » 
lv, 100 _ 
—62,100° 
10,579 
4,940 
3,910 
700 
520 
2,930 
850 
275 
182 
1,161 
% | 441 
eee 310 
200 
2.100 
4, 130 | 
ac. 6.040 
16 756 fae 


~ 16,756 
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Exercises on ‘préparation of Trading and Profit and Loss 
Accounts and Balance Sheet. - = 


Fx.-1:—(R. A. 7938). The following are the balances of 
X-Y-Z and Co., as on 31st December 1958 -— _ 


Ks. | 2 Rs, 


Sundry Debtors... 63,000 Sales : eee 2.00,000 
General IT. X. -. 12,000 Sundry Creditors ... 10 000 
Factory Rent 0 gon) Interest Keceived ... 1,200 
Manufacturing wages 20,0Uu Purchases Keturns... 2,000 
Purchases . eee 1,00,000 =~ Discount Received... 1,800 
Fixtures & Fittings.  0,vv0 Keserve for Bad Debts 2,000 
Carriage & Kreighton. ~ X's Capital Account. 1,00,000 


raw materials. .. 0,000 ~ Y’s Capital . ,, ... 1,00,000- 
Z’s Capital Account. 10,000 © Advance on Mort- | : 


X's Drawings ©. .. °10,0U0 - gage” | br. 20,00u 
Ys brawings =. ..-: 1v,000 . Cash Balance _... 100, 
Z's Drawings = =. .:.* 9,000 = Stock, Ist Jan..1938, 50,00 
Sales Keturns = «9° = 3,000 - ‘Travelling expenses. 6,000, 


Piant & Machinery..;~ 61,600 ~ Disceunts aliowed.. 2,200 
Horses & Vehicles .,.- 20,000 ~ Office Salaries. .... 22,000 
Freehold premises... 2v,U0U Kates, ‘axes, Insur- % 
Balance at-Bank. .... 23,000 - ance. —- eee 


Prepare: (1) Trading Account showing gross profit for the. 
year; x) Profit and Loss Account, showing het profit available 
fordivision amoug partners; (3) balance sheet as on dist 
December, 1938. - ps re i 


Stock on hand on 3lst December, 1938, amounted to 
Rs. 79,uv0. Aecording to the Partnership Weed 5 per cent. 
interest on Partner's Capital is to be creaited or charged as” 
the case may be, and the profits are to be distributed as to 
X 2aths, Y 2/avns, Z i/oth. Write of0 per cent trom Piaut 
and.Machipery; 10 per centitrom Horses and Vehicles and: 
Fixtures and Iittings. lucrease the heserve tor Bad Debts by 
Ks. 4,00u. a 


Hints :—The debit and credit balances are purposely mixed 
up. balance oi Z's Capital Account 1s snown separately trom the 
group vi X’s Capital and Y’s Capital, ‘Lo muicate that Z’s 
Capital is debit, mention has been meade that interest is to be 
Credited or charged as the case may be on Partners’ Capital 
accounts. Betore commencing work on ‘rading Accounts 
separate the baiances and see that the Trial balance agrees. 
(Gross Protit Ks. 1,46,0v0; Net Pront Ks. 87,.:0U; ‘lotal of 
b. d. Ks. 2,.1,6LU. balance of X’s Capital Ks, 129,840: Y's 
Capital bs, 1,29,840; Z’s Capital Ks. 1,920), — cee 8 
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_ 2:—(R. A. 193 ‘), The following are the balances 
extracted from the Books of Mr. Naranlal :— fe me 
hes Rs. suck ei Re. 
Naranlal’s Capital ... 30,000 clea Robins «i tae 29 2,000 
Naranlal’s Drawings. 5,900 Discounts-Debit  ... - 1,600 
Furniture & Fittings 2,600 Discount-Credit. ....- 2.000 


Bank Overdraft... A 200 Taxes & Insurance.. 320) 
Creditors 13.390 -General Expenses... 4,000 
Business Premises ... 20,000 Salaries... | . 9,000 
Stock on lst Jan. 1933 22,000 Commission- Debit > . 2,200 
Debtors seen «=: 18,009 Carriage on Purckados 1,800 
Rent from betaks 1,(00 Reserve for Doubtful 

Purchases . -, 1,10,000 Debts: 33 “ 500 
Sales ... 1.00000. .Bad.Debts. cot off - 800 


Stock on hand on 31st December, 1933,: Satimated? at 
Rs. 20,(60. Write off depreciation—Business premises Rs. 390 
and ‘urniture and Fittings Rs. 260. Make a Reserve of 5 per 
cent on |ebtors for Bad and Doubtful Debts. Allow interest 
on Capital at o per cent, and carry forward ks. 700 for un- 
expired insurance. 


.. Hints:— Before commencing work,. eo tae eer the 
Trial Balance agrees Total of Trial Balance Rs. 2,01,900, 
Gross Profit Rs. 34260; Net Profit Rs. 15,9.0; ‘Total of B. 8. 
Rs. 59,900.; Balance of Capital Rs. 42,4.0. 


Ex 3:—U. M.C. 1941). From the bellowtne sinfortiatidih 
prepare X. Y. Zaman’s Trading and~Profit and Loss account 
for the year ended 3ist December, 1940 and his Balance. Sheet 
at that date. 


_ Trial Balance as at 3lst fe 1940. 


4 . Dry aoe ts aittp 
ae | | ‘Rs. Rs. 
' KX. Y Zaman’s Capital account ... — - + 120,000 
X Y Zaman’s Drawing account. 2 10,090 Ee re 
'. Bills Receivable | ees FB, 500: i 
 Piant and Machinery POG Hig! © 28/800 *: 
* Sundry Debtors, including © | 
_  _B. Madan for Dishonoured Bill, | os 
- Rs 1,000. — . 60,500 
_ Loan from Bank of. Baroda. at fd 2S 19G iG @ssls 
6 per cent eek ale as TO! BOROOR 
Sasnuinbniac wages. Vee 2 40008) | s¥ taw Avete 
: © Recarns Inwards — Bir cod Ale seo9% 750006: 
guPur pee ahi! £56550: ve? 


“* 2A ak i - if x fi 
298 ot we 4° 3 56.400 ce 
9 ) 
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Dr. Cr. 
Rs. Rs. 
Commission at 5,640 
Rent and Taxes se 5,620 
~ Stock 1st January, 1940 ‘An 89,550 
Salaries and Wages Re 11,000 
. Travelling expenses 1,850 
- Insurance, including Rs. 300 for 
the year ending 30th June, 1941. 400 
Repairs and Kenewals 2,960 
- Interest and Discounts ae 5.870 
Bad Debts a 3,620 
Sundry Creditors RAS 59,300 
' Furniture & Fixtures 9.000 
° Current account with Bank of 
India el 21,000 
» Cashin office aa 1,240 
Total ... 9,61,340 5.6] 61, 34) 





SS ose 


~ Stock on hand on 31st December 1940 was valued at 
Rs. 1,29,350. Write off half of B. Madan’s dishonoured bill and 
create a Reserve for Doubtful Debts at 5 per cent on Sundry 
Debtors.. Allow interest on capital at 5 per cent. Manufactur- 
ing waves include Rs. 1,200 for erection of new machinery in 
December. Depreciate Plant and Machinery by 5 per cent and 
_ Furniture and Fixtures by 10 per cent. Commission earned 
but not reeeived during the year amounted to Rs 600. Interest 
on. loan for the last two months is not paid. 


Hints:—Before commencing work, check up the totals of 
both sides of the T. B. If there is a difference it will be repeated 
on the B.S. Rs. 1,200 for erection of new machinery should be 
debited to Machinery Account. Manufacturing Wages wi!l be 
reduced by this amount. (Gross Profit Rs. 97,000; Net 
Profit Rs. 60.099; Total of B.S. Rs. 2,559,090; Capital Account 
Balance Rs. 1,76,090. 


Ex.4:—(/ndian Institute of Bankers 1946) J. Jamil and 
B. Basu are partners ina manutacturing business. They share 
profits and losses equally, and have agreed that 95 per cent 
interest shall be credited upon their respective capitals from 
profits prior to division thereof. Plant Account is to be depre- 
ciated by 10 per cent per annum and a provision of 5 per cent 
created for Bad and Doubtful Debts. On 3lst December 1940, 
stock was valued at:Rs. 40,000. You are required to prepare 
Trading Account, Profit and Loss Account and Balance Sheet 
and show the Partner's Conlin Accounts in detail in the 
Balance Sheet. 2gde 
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Dr. Balances :-~ Rs. Cr. Balances :— Ra. 
Stock, Ist Jan. 1940... 38,000 Jamil’s Capital, Ist | 
Purchases .»- 1,28,500 Jan. 1940 ... 80,000 
Sundry Debtors... 1,48,400 | : 
Trade Expenses... 4,750 Basu’s Capital, 1st E 
Office Expenses _... 950 January 1940 2 ~©20,000 
Plant ... 10,500 | 
Discounts aa UU Reserve for Doubtful 
Salaries aw, 4,730 Debts ... 4,000 
Rent, Rates, Taxes... 3.80 

Buildings owe «= 02, 000 Sundry Creditors... 1,09,530 
Repairs os 980 | 
Wages ... 24,800 Sales ee 2900, 008 
Jamil’s Drawings ... 8,320 | | 

Basu’s Drawings... 5,090 

Cash at Bank we =—- 9,450 
Cash in hand ot 100 

4,42,000 | 4,42,000 


‘Hints :—Check up the totals of the T. B. before commen- 
cing work (Gross Profit Rs. 76,700; Net Profit Rs. 51,300; 
Balance Sheet total Rs. 2,52,480: ae of Capital—Jamil 
Rs. 1,01,330 ; Basu Rs. Al 650). 


Ex-5 :—Jndian Institute of Bankers, 1940) Hedare: ‘S. Buleaee 
and CG Cursetji are in partnership as cloth manufacturers. 
Profits and Losses areto be shared equally. The profits of the 
business, prior to division, are subject to the following adjust- 
ments: --(1) Interest on partner’s capital at 5 per cent per 
annum; (2) aunual depreciation on machinery and plant. at 
10 per cent and on Fixtures and fittings 5 per cent. (3) provi- 
sion for Bad and Doubtful Debts at 5 per cent. (4) Provision for 
a half year’s interest on mortgage at 5 per cent per annum t: 
31st December ; (5) Ten per cent of the net profit, if any, to be 
carried to the Reserve Fund. Stock on 31st December 1939 
agreed at Rs 29.490. Prepare Trading Account, Profit and 
Hose Account wae ee sheet. | 

m4 


186 


Dr. Balances :-— - Res. Cr. Balances:-~ Ra. 
Machinery and Plant 12,000 Suleman’s Capital : 
Freehold premises ... 2,200 lst January .. . 20,000 
Fixtures and Fittings 7,200 | ey 2) | 
Wages +. . see, 15,860 Cursetji's Capital, Ist... , —. 
Purchases pean 62,077 January oe 18,000 
Cash 2 ee Se as 
Stock (1st Jan. 1939) 21820 Sundry Creditors ... 27,600 
Salaries ecg y Hel iba naga 
Carriage | .. 2,132 Bill’s Payable ... 4,800 
Rates and Taxes... . 512 sie 4 | meee 
Insurance 4 =—si«8Q_s« Reserve Fund at. oe 
Office Expenses __... 208 | 
General Trade Ex- 7 Mortgage on premi-  —s_, 
penses sé ae OOO ses .- 9,000 
Repairs 5 674 | ere 
Interest on mortgage 225 Sales we 90,460 
Suleman’s Drawings 3.500. | | | : 
Cursetji’'s Drawings... 2.965 Bankers viewee 2 TS 


Sundry. Debtors 8 38,020 


Fudones and Dis. 








frame 3 counts ad 851 oe 
Fe 76, 920. Road peo) ae’ 
Lg eee ie “a gS £43 4 rj 4 “ oe eae a GT F ; ‘ contin Sine ine Sees 


bs 


dale ee :..Check up the totals of the T.B before commencing 
work. (Gross Profit Rs. 18,021; Net Profit Rs. 8.400; Total 
of B. = Rs 90.399; Capital Balances : Suleman Rs. ah 245 ; Som 
setii Rs. V, 719. 





“¢ <2 
4 5 . 
, m4 Lf Ls > 


‘ ing ri 6:—UIndian Institute of Bankers, +1939) Dr. M nabelepiaes 
r c cok show the f 










sowing balances. You are required to pre- 
mare his Trading and Profit and Loss ae nd Balance 

Sheot from peti he eeapin 2 —— ie Tne bins Ices 159g BI 
ae get Agweisesd Pe 22 ae eC is "dsc bie Bet t0) a Gig 
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Dy. Balances :— Rs. Cr. Balances :— » RB: 
Heating, lighting, 
power ... 1,600 
Printing and Station- 
ery -? 1,590 Bank Overdraft... 30,006 
Bank charges ve 1,160 
“Sundry Debtors 1. 628,100 Discount Received... 580 
Furniture and Fix- 
tures = 2,000 Sundry Creditors |. 2,060 
Investments = 4,00 | 
Drawings .. 4,00 Capital Account ... 46,710 
Freehoid premises. 10,009 7 
- Travelling Expenses 400 
Repairs 500 
Sundry Office Expen- 
ses 150 
Interest paid on ioan 200 
Bills Receivable _... 1,800 


Legal charges hs 60 - 
Postages & Telephone 1,430 
~ Plant and Machinery 25,000 
Tools ON 5,000 


— -1,36,940 *  4,36,910 


eae SOS es pris SEED a CS 





Depreciate Furniture and Fixtures 5 per cent ; Plant and 
Machinery 10 per cent. Tools were valued at jlst December 
1938 at Rs. 4,500. Stock at 3ist December 1938 was Rs. 18, 000 3 
Loan interest at 5 per cent per annum, 


Hints eihenl up the totals of the T. &. before commen- 
ging work. ‘Tools at start and at finish will be entered in the 
Trading Account (Gross Profit Rs. 23,190 ; Net Profit Ks, 6,830 
Tose! of B.S 3. Rs. 90,300 ; Balance of Capital Rs. 49,540). _ 


ee, Institute of Bankers, 1944): AandB arein 
Pile she as Manufacturing Chemists and they divide 
Profits and Losses equally. Under the Deed of Partnership, 
the. paboriog: eworenante are necessary before division of 


Ww 5 per cent Interest is allowed on Partners’ capitals ; 


" abastle @ 10 per cent Depreciation is to be written off Plant 
and Berges Account; and 


ae Bas 
ote (3) 5 per cent Eeeiaiee is to be made for Bad and Doubt 
ib pees +tul Debts. : 







On December 31st, 1943, the Ledger Balances of the Firm 


wére as follows :— 





Debit Balances. Rs. Credit Balances. Rs. 
Purchases .. 63,000 Allowances from 
Barges oH 3,200 Creditors 2,420 
Repairs and Replace- Sales 74,441 
ments Ms, 3,200 Sundry Creditors 3,860 
Freight and Marine Bad Debt Reserve as 
Insurance 312 on Ist Jan. 943 ... 385 
Coal 4.404 Cottage Rents re- 
Gas and Water 302 ceived pas 117 
Machinery and Plant 25,000 A’s Capital Account. 59,400 
Wages oe 6,221 B’s Capital Account. 30,000 
Land and Buildings. 13,840 : 
Salaries oo 858 
Sundry Debtors 7,940 
Cash at Bank ae 2,185 
Stock on Ist Jan. 1943 25,220 
Rent, Rates & Taxes. 873 
Insurance a 265 
Bad Debts 341 
Advertising aa 952 
Advertising Suspense 
Account .. 9,800 
Cash-in-hand 320 
A’s Drawing Account 4,250 
B’s Drawing Account 2,000 
1,70,623 1,70,623 


eee expe 


Stock was taken as on 3!st December 1943 and was agreed 


at Rs. 3),342. It was also agreed to write off half the Advertising 
Suspense Account, and to transfer to Building Account Rs. 3.000 
from Purchases Account and Rs. 250 from Wages Account re- 
presenting cost of materials and labour spent upon new build- 
ings erected during the year. : 
Prepare Trading and Profit and Loss Accounts for the year 
@nded December 31st, 1943, and balance Sheet as on that day. 
Hints :—Check, up ‘the totals of the Trial Balance before 
commencing work. Because A and B are Manufacturing 
Chemists, expenses on coal, gas and water will be-entered in 
the Trading Account. (Gross Profit Rs. 8886; Net loss 
Ks. 5,620; Total of BS. Rs. 85,810; Capital Balances; A 
Rs. 55,310; B Rs. 26,640. | ig St 
 'By-8. (Indian Merchants’ Chamber, 1944): From the follow- 
ing particulars, prepare Trading and Profit and Loss 
‘Account of Messrs. Ashok & Bindu for the year ended 31st 
December, 1/45 and their Balance Sheet asat that Date. 
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_ Trial Balance, 3ist December 1943. Fie 
Debit : Credit 


Rs. Rs. 

Ashok’s Capital Account <n 80,000 
Bindu's Capital Account i At 28,600 
Stock, on Ist January 1943 .» 46,800 , 
Sales and Sales Returns | ve 8,600 2,89,600 
Purchases and Purchases Returns... 2,43,100 5,800 
Freignt and Carriage inwards ... 18,600 
Rent and Taxes oa 5,700 
Salaries and Wages fap 9 300 
Sundry Debtors w. 24,000 Rees 
Sundry Creditors = 14,800 
Bank Loan at 6 per cent (Interest 

payable at the end of every 

quarter) my as 20,000 
Bank Interest ef 900 | 
Printing and advertising ... 14600 
Income from Investments a: ‘Ae 300 
Cash at Bank = 8,200 : 
Discounts Keceivable ae ee 2 ee 3,700 
Investments wae 5 000 | 
Furniture and Fittings - 1,800 
Discounts Payable | ss 7,400 
‘General Expenses 8 so SSO 
Tnsurance a 800 
Traveliing Expenses Be 2 2 eroe 
Cash in hand 2 240 
Deposit witb Madanlal & Co., at 

7 per cent w 30,000 
Ashok’s Drawing Account fed. 8,000 
Bindu’s Drawing Account es EE O00 


4428.0 4,42,800 
“Stock on 31st December 1943, was valued at Rs. 78,60, 

50 per cent of Printing and Advertising is to he carried for- 

ward as a charge in the year 1944. Jepreciate Furniture and 

Fittings by 10 per cent. Create 5 per cent on Debtors. keserve 

2 per cent for Discount on Debtors and Creditors. Insurance 

prepaid amounts to Rs 200, and salaries outstandiag Ks. 600. 

Charge full year’s interest on Deposit with Madanlal & Co. 

: Before distribution of net profit, Bindu is to be credited 
with salary at the rate of Rs. 300 per month. Profit sharing 
proportions are: Ashok, 2/3rds and Kindu 1/3rd. 

_. fimts:—Check up the totals of the Trial Balance before 

- commencing work. Outstanding salaries are to be added to 
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Salaries and Wages; Interest due is to be added to Bank 
Interest; Rs. 7,300 is to be treated as Prepaid Printing and 
Advertising ; Reserve for Bad Debts will be 5 percent on 
Rs 24,009; Reserve for Discount on Debtors will be 2 per cent 
on Rs. 22,800; (Gross profits is. 56,900; Net Profit Rs. 18,000; 
Total of B.S. Rs. 1,55,604; Capital Balances: Ashok Rs. 84,000 , 
Bindu Bs. 36,200). , 























. Ex-9. (Indian Merchants’ Chamber, 1945.) 
> From the following information, extracted from the books 
of Messrs. Nautam & Gavtam, prepare their Trading and 
Profit and Loss Account for the year ended 3lst December, 
_ 1944 and Balance Sheet as at that date: 
‘ Trial Balance as at 31st December, 1944. 
| Rs. Rs. 
—. Nautam’s Capital Account * 60,000 
- Gautam’s Capital Account jas cach 30,000 
_  Gautam’s Drawing Account 6,480 
Land and Buildings 25,000 
~ Plant and Machinery 15,000 
* Furniture and Fixtures i 1,250 
» Carriage Inwards ve 4,370. 
‘ Manufacturing Wages 21,470 
ts, Salaries ~—-4.670- i 
~ * Bad Debts Reserve on 31st Jan. 1944. ena 2,470 
ss Sales ia a 91,230 
‘Sales Returns » Ss aa 1,760 
Coal, Gas and Water Charges 900 
Bank Charges tah heels 140 
—,sd#Rates and Taxes | aes 840 
__ Discount Account (balance) | oe 120 
ee _ Purchases, including opening Stoci 
7] of Rs. 26,420 Se pee 
aS - Purchases Returns = a 8,460 
ss Stock on 3ist December, 1944 29,390 | 
| ‘Trading Account (Incomplete) pons, 99,090 
Bills Receivable — 
-_ a rade Expenses epee: 
a S& 24. 0%2 9 
a. undry Debtors ist BAe ns ee 
a BURG Creditors eae” ee Bi 
: ae ee oY, an | apprenti ein - yh 
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Nautam and Gautam share profits three-fifths and two- 
fifths, respectively. Charge depreciation on Land and Buildings 
at gl4 per cent, on Plant and Machinery at 19 per cent and on 
Furniture and Fixtures at 10 per cent. Adjust Kad Debts 
Reserve at 5 per cent on Sundry Debtors. Carry forward the 
following unexpired amounts:—(a) Fire Insurance Rs. 120, 
(5) Rates and Taxes Rs. 210, (c) Apprentice Premium Rs. 400. 
Charge 5 percent interest on capital but not on drawings. 
No journal entries for adjustments are required. 


| Hints :—Check up the totals of the T-B before commencing 
work. Twounusual items are included on the T-!3 to confuse 
the student. Closing stock is brought into the Trial Balance 
as a debit item and an equivalent figure is shown on the credit 
side as Trading Account (incomplete). 
(Gross Profit Rs. 32,000; Net profit Rs. 18,000; Total of 
B.S. Rs. 1,18,5903; Capital Balances: Nautam Rs. 73,800 


Gautam Rs. 32,220.) 


Ex. 10. (R. A. 7942). 

_ . Draw up the Manufacturing Account (showing cost of pro- 
duction) and the Trading Account (showing the gross profit 
inclusive of the profit on production) from the following :— 


Rs. 

. Parchase of Raw Material ee 93,000 

Electrics power consumed 730 

. Opening stock—finished goods — §,000 

. , Carriage on Raw Material ats 100 

Opening stock—partly finished goods ven > 4,000 

Returns—Raw Material die 300 

Opening stock —Raw Material 3,009 

Sales » 10,000 

- Repairs--Plant and machinery | ee 200 

Wages — manufacturing ao ee OR 

- Factory rent and taxes 400 

Sales returns _ on 500 

ones Depreciat‘on. —Factory buildings ai 100 
=e Depreciation—Plant and machinery ea ~ 3007 

| (e #150 # 9 


_ Factory insurance 


“The closing stock on.31st\December LILL was Raw material Ws 
“Ra Eo sakccke Ae ‘goods Rs. 2,000 and finished goods > 
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CHAPTER XVI. 


Cheques: Bank Reconciliation Statement. 


Bank Account :—Money can be placed on deposit with a 
Banker on (1) Deposit fixed for a stated period, or (2) returnable 
on notice of an agreed period, or (3) on current deposit. Deposit 
of the third class only can be drawn upon by cheque. A Banker 
does not open a current account for a stranger without proper 
introduction, and a certain minimum is fixed as deposit for 
Opening the account. The Banker also insists that the very 
first “paymentin’’ is made in cash. This first transaction is 
considered sufficient in law to make a stranger a customer of 
the Bank. As soon'as an account is opened, the banker 
supplies to the customer a cheque book and a ** Paying-in”’ slip 
book. The chegue book is intended for withdrawing money: 
from the Bank. The slip book is to be used for paying money 
to the Bank. | 3 im 


A cheque is a negotiable instrument and performs, the 
function of paper money. It is an order in writing, signed by 
the drawer upon his banker to pay the stated sum to the 
ss specified person or to his order. A cheque can also be drawn 
© payable to bearer thereof and in such case any one taking it 
to the banker can receive payment. Thus there are three 
parties to a cheque; Drawer, Drawee and Payee. Drawer is 
» the person who draws the cheque. Drawee is the Banker upon 
-. whom it isdrawn. Payee is the person to whom it is made 
_ pay able. - | | 


‘When acheque is payable to a specified person or to his 
order it is known as ‘“anorder cheque” and requires to be 
endorsed by the payee before it is paid. The endorsement 

_ should be in clear and distinct handwriting and should com- 

_» pletely agree with the name of the payee as spelt in the-body 
of the eheque. If the drawer has spelt the name wrongly, 
‘the endorsement should be in the same wrong spelling. The 

«payee may rewrite the endorsement in correct spelling under- 

| gpentas but it is not necessary in law. 


_. Agalready stated, a cheque is a negotiable instrument 
_andis intended to passfrom hand to hand. A payee of the 
cheque instead of cashing it may pass it on in payment to one 

of his own creditors. Ifitis a bearer cheque he may not 
endorse it and simply bandit over. If it is an order cheque, 

; e may give a blank endorsement or a special endorsement. 
| a cheque drawn by G. H. Gai payable to H. F. Kapadia or 












+ = - a “> 
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order is handed over by Kapadia to U.N. Rao. Kapadia may 
endurse it: (1) H. F. Kapadia, or (2) Pay U. N. Rao or order— 
H F. Kapadia. Number (1) isa blank endorsement and its effect 
is to make the cheque a bearer cheque. Number (2) is a special 
endorsement and makes Kao second pavee of the cheque. It 
will have to be endorsed by ‘‘ U.N. Rao’’ before the banker 
paysit. Jn jaw, a bearer cheygue always remains a bearer 
eheque, though in course of negotiation special endorsements 
may appear on its back. The Payee of an order cheque has to 
endorse it, even when he is payingit into his Bank account 
for collection It is safer for him to endorse it speciaily to the 
Banker, and it is more safer if he makes a restrictive endorse- 
ment :— : 


‘Pay Bank of Hindustan for credit of H. F. Kapadia.”’ 


A restrictive endorsement restricts further negotiation. 


It is open to the holder of a cheque to change the word 
“Bearer” to Order”, or to strike out the word “Be:rer’’. The 
effect of this is to render the cheque an order cheque. But 
the holder cannot convert an order cheque into a bearer cheque 
and this alteration requires to be attested by the Drawer with 
his full signature. , 


-. It is banking practice in India that cheques are treated as 
stale and refused payment six months after the date of issue. 
In case of cheques issued by the Government, Local Bodies, 
and Railways, this period is limited to three months by means 
of a rubber stamp endorsement on the face of the cheque. 
A cheque may be ante-dated or post-dated at the time of issue, 
but a post-dated cheque will be paid by the banker only on the 
ostensible date. The period within which a cheque can be 
paid is known as its currency. 


___ When the drawer of a cheque does not wish it to be paid in 
eash on the Bank’s counter, he crossesa cheque as a measure 
of safety. The paying banker can pay a crossed cheque to 
another banker and to none else. Therefore, if the payee com- 
pliins subsequently of non-payment, it will be easy to procure 
testimony of the collecting banker to prove the fact of pay- 
ment if he had collected it for the payee. Two parallel trans- 
verse lines with or without the name of a bank in between on 
the face of a cheque constitute a crossing. When the name of 
_ bank is not there, itis a general crossing and any bank can 
 ollect it from the paying banker. When the name of a bank 
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is there even without the lines, it is aspecial crossing and no 
other banker but the one to whom the cheque is specially 
crossed, can collect it. Sometimes the words “" Not Negotiable ” 
are placed in hetween the parallel lines or in close proximity. 
It is known as “ Not Negotiable ’’ crossing and the purpose is 
to take away negotiability from a wrongful holder. 


Law protects a collecting banker against a charge of con- 
version if he has collected a crossed chegue for a customer and 
subsequently it is proved tha: the customer had no title to the 
cheque. A paying banker is also protected if ke pays an order 
cheque, the endorsement on which purports to be in order and 
if itis subsequently found that the endorsement is forged. 


Bank Reconcilation Statement: Generally, a comparison of 
Bank balance as per cash book maintained by a business house 
and the firm’s balance as shown by the Rank’s Pass Book 
reveals a difference. This is due to three fundamental causes, 
and the balances agree as soon as the differences are Teconci- 
led. The causes are: 


(1) Assoon as payment is arrarged by cheque the Bank 
column on the payment side of the Cash Beok is credited. The 
cheque takessome time to reach the creditor, who on his part 
takes his own time to co) lect it or endorses it over to someone of 
his creditors. Asa result there is a time gap betweon issue of 

a cheque by the firm and its payment by the Bank. é 


(2) Remittareces to the Bank are debited to the Bank 
column on the date they are remitted on Receipt side of the 
Cash Rook. It takessome time for them'to reach the Bank. A 
banker does not collect cheques on other banks at all times of 
the dav. L.ocal cheques are collected through Bankers’ Clear- 

ing House which meets at12 pm and again at 2 pm ona week 
day except Saturdav when there is only one meeting at 12 p.m. 
Cheques paid into the Bank after 2 p.m. can be collected only 
on the next working day. Ifa number of hclidays intervene 
the delay is proportionately longer. It there are eheques 
drawn on upcountry banks. the bank sends them for collection. 
a ind gives credit after realisation. The time faken depends up- 
on the distance involved. 


(3) Whenever the bank makes sp ea or gives a credit. 
on its part, ¢.g., interest on Bank deposit or interest on security. 
eld by the: hanker or a charge for collecting a cheque on 
Hunt , the bank one pag the ep hart ae 8 
y after the | 
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Procedure for Preparing a Bank Reconciliation Statement 


1. After determining the items responsiblo for creating 
the differences, pass adjusting entries for all items other than 
(a) cheques drawn but not cashed, and (4) remittances sent but 
not credited. 


Beis? Start either with the Pass Bock balance or the Cash Book 
Balance to arrive at the other. 

(a) If you start with Pass Book credit balance the total of 
the cheques drawn but not cashed will have to be subtracted 
and the total of the rentittances sent but not credited will have 
to be added. 

_(b) If the Pass Book balance is credit, the receiprocal cash 
book balance will be debit. If you start with a debit cash book 
balance, the total of the cheques drawn but not cashed will 
have to be added and the totals of remittances sent but not 
credited will have to be subtracted. 


(3) You have to carefully note whether the balance with 
which you start is credit or debit. If you have to add an item 
a credit balance wil! rise but a debit balance will fall. 


Tilustration 1 :—From the following figures for the month of 
January 1947 prepare a Reconci liation Statement : 


Cash Book— Bank column 


| Be, 














-Jan.1 {To Balanee J an. 6 IBy Krishnan was 70 
10 |,, Ramanand Co 8 |, Raman ciclo 
42 = |,, Co-operative 12 » David = 60 
-s  S§Stores 19 |.,, Self. See 20 
20 |,, Krishnan 21 |,, Lakshmanan et 17 
3 | and Co 28 | ,, Rajagopal 29 
30 a C. Chengal- 31 09 Bal..U, F, 854 
: roy an | 
: | | 1,170 
fe Bank Piss Book 
Rs. | | Rs, 
120 Jan. $ By Balance toe 90 
30 11 » draft vs 508 
29 20 |, dcait: | 120 
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Results of scrutiny. 


oth: hes Cash book shows a bank balance of Rs. 854 debit; Pass 
Book shows a bank balance of Ks. 901 credit. 


2. A remittance of Rs. 90 sent to the bank on 30th 
January has not been credited. 


3. Following cheques of total value of Rs. 147 have been 
drawn on the Bank but were not cashed :— 


Krishnan Ree ae Rs. 70 
David | “as »» , 00. 
Lakshman ick EO | 


- 4. The Bank has debited Rs. 10 as charges. That is not 
receiprocated in the Cash Book. 


SOLUTION :— 
1. Pass an adjusting entry for Bank charges. 


; Bank ji ee account Dr. Rs. 10 | 
To Bank account pe ee 10 


As a ule of this entry the Bank balance as per Gna 
Book which is Rs. 854 debit, will be Rs. 844 debit. 
“9 Start with the Pass book Balance | _ Shae! Rs. $01. 


Deduct cheques drawn burt not cashed — 
(because the balance will fall when 


veey are paid , sd 5 ag 
: . | ; 3 : Rs. 754 
Add Remittance not credited (because © ie 
..__ balance will rise after —) is given) 2 ae 





fname Bank Balance as s per Cash Book ee 44 


Sa  Mbceition 2.—(Indian | Merchant’. Glisaniee, 194 ee : 
Be Bak Balance 3 as Per Gener ope on coe A on 313.1 | 
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| Rs.. A. P. 
Interest of Bank Temporary overdraft 3S ay & 
Exchange on upcountry cheques 012 0 


What is the Bank Balance? 


SOLUTION :— 


Scrutiny has been already done and results thereof are 
given in the question. 


Adjusting entries are to be passed for items 3, 4 and 5 as 
under :— 











Item 3 Bank aeécount Dr. 34 13 
To Interest account 34 13 

¢ Interest account Dy, 3 1 
To Bank account ; 3 1 

 §& | Bank charges Dr. Os #42 
: To Bank aoe 12 


Asa result of the above adjusting entries, 


the Bank balance as per Cash Book whick is 
Rs, 12,648-10-8 debit will be altered to Dr. 12,679 10 O 


_ Add (item 1) cheques drawn but -not : 
presented — | ii BURLOO: Ov 2G 


SEE) CE 


i | | Rs. 14,779 10 0 
Deduct co 2) remittances sent but not 
cashed Gia RS ooB50 5 6 


SEES COE, 


| "Bank Balance credit as per Bank Pass Book 


35 alitasteotiow! He Indian Nee Chamber 1946, ong a 
ae 2 onc iliation Statement as at 3lst December 1937 from the 
‘following extracts from the Cash Book (Bank Columns only) 
, L Boek of Messrs. Pestonji & Co:— _ 
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Cash Book. 

{ | | 
1937 | Rs. a 19387 | | Rs. A. 
Dec. 1,/To Balance 4, 180 0);Dec. 11 By Drawing A/c ...| 400 0 
»  12),, Cash Sales | 400 Of, 13|,, Bank Ches —_.. 0 4 
< 28 » Rao & Sons = 120 0] ,, 2% .,, Shah & Co. -1 90 0 
» 29 ,, Das & Co. | 600 O; ,, 31,,, Salaries 180 0 
» 30.,, Gupta Bros .../2,200 0), * Wages 400 0 

» 931), Sen & Co. Ltd . ..| 300 0] ,, , Joshi Bros | we 0 | 

eo '» Balances C/d_ ....5.999 12 

| 
| 7,800 0 ! 7,800 0 


| 


Bank Pass Book. 
Pestonji & Co., in account with the Central Bank of India, Ltd, 




















7398 | Rs. a4 1997 | Rs. A. 
an. 1 | To Joshi Bros’ .. 730 0 Dec. 31 By Balanee .. | 3,999 12 
SC ee ae ern eae By Rao & Sons... | 120 0 

| To Self | 400. 0 2 By Das & Co, 600 0 

4 | To K. Kanji 0. | 228..-0 4 Ry Roy & Co. -.«..| 320 0 

5 To Shah & Co. ...| 90 0; 5 By Sen & Co. Ltd.| 300 0 

6 | To Commission x | 6 | By Cash | 400 0 


| 6 | By Gupta Bros. ...| 2,200 0 
| 
Result of Scrutiny :—'The Pass Book records entries on and 
from lst January, 1938. It is helpful to the extent that it shows 
(1) the closing balance as on 31st December, 1937 ; (2) cheques 
drawn in December, but paid in January, and (3) remittances 
sent to Bank in December, but credited in January. es 











SOLUTION :— 3 Se i 
Bank Balance as per Cash Book ..., Debit | 5,999 12 
Deduct :— ie ae 
Remittances sent in December, but Spee oe 
igen in January :--- Kee oe ee 
oF ee Rao & Sons eee 
eer Das: & -C@ee = xn, -6L0 ee cs 
Sen & Co.. Ltd. ' oon 





<n bros. gas 


ab ed 
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Exercises on Bank Reconciliation Statement. 


Ex -1:—([nstitute of Bankers 1985). From the following 
particulars prepare the Bank Reconciliation Statement showing 
the balance as per Bank Pass Book on 3lst December, 1935: — 


The following cheques were paid into the Firm’s Current 
Account at Bank in December 1935, but were realised and 
credited by the Bank in January 1936 :— 


Rs. A. 
A. Bhicajee ae 905 0 
B. Cursondass fn 1,422 4 
C. Doulatzam eee 1,000 QO 


The following cheques were drawn by the firm in Decem- 
ber 1935, but were cashed by the creditors in January, 1936 :— 


Rs. A. 
PD. Edulijee Sas 2.460 0 
E Fulchand © See 1,150 0 
F. Gamadia se 1,400 0 


A cheque for Rs. 690 which was received from a customer 
was entered into the Bank’s Account in the Bcoks of the firm 
in December 1935, but the same was paid into the Bank in 
January, 1936. The Rank account in the Firm’s Ledger showed 
a debit balance of Rs. 25,000. 


(Balance as per Bank Pass Book Rs. 26,082-12-0.) 


- Ex.-2:—(R. A. 1934), From the following particulars 
ascertain the balance by means of a statement, that would 
appear in the Pass Book of Mr. Ramachandra as at 31st Decem- 
ber, 1933 :— 





- 1, Overdraft as per Cash Book (on 31st December, - 

ister 1933) os «=: 7,190 

2. Interest on overdraft for 6 months ending 31st Z 

December, 1933 -» 160 

_ 3. Bank Charges for the above period ph eg 
<< Cheaues drawn but not cashed by customers 

: aera y prior to 3lst December, 1933 1,270 
ee  achenbes paid into Bank but not cleared before 

Ode ky _ .3lst December, 1933 42,210 


_ A Bill Receivable (discounted with the Bank i in 
: esember! Pe oneured 0 on 31st Dece ae 


ank eS * 600 
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Ex.-3:—(R. A 1940). From the following particulars ascer- 
tain the balance by means of a statement, that would appear 
in the Pass Book of B. Bommaniji as at 31st December, 1939 :— 


Rs. 

1. Overdraft as per Cash Book on 3ist December, 

1939 - 10,540 
2. Interest on Overdraft for 6 months ending dist 

December, '939 240 
3. Bank charges for the above period % 60 | 
4. Cheques drawn but not cashed by customers 

prior to 3lst December. 1939 2,300 
5. Cheques paid into Bank but not cleared before 

31st December, 1939 4,340 


§. A Bill Receivable discounted with the Bank 
in November 1939, dishonoured in et 
December, 1939 1,000 
(Bank Fass Book Balance Rs. 13.880, Debit). | 
Ez.-4: -(7. M. C. 1937). From the following particulars 
ascertain by means of a Reconciliation Statement, the balance 
that would appear in the Pass Book of J. Kasturchand as at 
31st December, 1936 :— 


| Rs. 

1. A Bills Receivable with the Bank in November 
dishonoured on 31st Dece nber, 1936 pees Pe! 
9 Cheques paid into Bank but not cleared before ; 
- 3tst December. 1936 » 4,420 
3. Cheques drawn but not cashed by the customers ’ 
prior to 3lst December, 1936 ww. 2,540 

4. Overdraft as per Cash Book as on &lst Decem. 
% ber, 1936 14,389 
5. Interest on overdraft for 6 months ending 31st | 
December, 1936 bi 320 
Bank Charges for the above period 140 


(Bank Pass Rook Balance Ks. 17,920 Debit). _ 

Ex..5:—-(7. M. C. 1939). According to a Cash Book which 
you are examining the balance at the Rank on 3lst December 
1938, to. the credit of your client was Rs. 9374-0. The Bank 
Pass Book at the same time shows a different balance. On 
investigation you find that: 

: Bank charges Rs. 7- 10- 0 have not been entered in the 

‘Cash Book. 
9. A cheque for Rs. 75 has been dishonoured prior to 31st 
December, 1938 and no record made in the books. 
i / Upconaity cheques amovnting to Rs. 57-10-0 entered 
in the Cash Book as paid into the Hank have. not 
? been cleared. lapeao. 
4. A bill for Rs. 100 due on 30th Ni ver | r 1938, dis. 


aula am: ie eset O28 in the ¢ ash Book in | 








o>. : = <4 - re 
= , _aA~ © RRR SO EARS 
oe - a* x 
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full, whereas the Bank has deducted discount 
charges Rs. 3. The bill was not met but no entry 
appeared in the Cash Book. 


». Chegues amounting in all to Rs. 182 issued to creditors 
as entered in the Cash Book had not been presented 
for payment. 


Make “the appropriate adjustments in the Cash Book. 
Balance and thereafter prepare astatement reconciling it with 
the balance in the Pass Book. 


(Bank Pass Book Balance Rs. 876, Credit). 


Ex.-6, On 3lst March 1932, your Bank Pass Book showed a 
balance of Rs. 6,000 to your credit. Before that date, you had 
issued cheques amounting to Rs. 1,500, of which cheques 
amounting to Rs. 900 have so far been presented for payment. 
A chegue of Rs. 800 paid by you into the Bank on 29th March 
is not yet credited in the Pass Book. You had also received a 
sheque for Rs. 160, which although entered by you in the Bank 
Column of the Cash Book, was omitted to be paid into the 
Bank. On 31st March, a cheque of Rs. 250 received by you 
was paid into the Bank but the same was omitted to be entered 
in the Cash Book. There was a credit of Rs. 85 for interest on 
Current Account and a debit of Rs. 10 for Bank charges. Draw 
up a Reconciliation Statement showing adjustments between 
your Cash Book and the Bank Pass Book. 


(Balance as per Cash Book Rs. 6,035). 
Ex.-7; Set out below are the extracts from the Cash Book 


_ (Bank Columns only) and Bank Pass Book of J. Bull. Prepare 
a Reconciliation Statement as at 3lst December, 1937. 


















Cash Book. 

1937 £. s.d. | 1937 tes. ds 
‘Dec. : To Balance... 458 2 6 | Dec. 2 By Wages io ee 
» J. Simth & Co, 5110 8 $7): Petty Cash ‘255010 :0°-0 
: : +» Brown Bros... 104 8 6 9. ,, Self (Private). 100 0 0 
9 .,, Geo. White & 14.5 al. ucker.: :.... 284 2. 9 
Son a, aes. 4 16 ., Wages aeRO F Bess | ag 
11 , Buller & Co.... 124 2 4 20 ,, Cheque Book. 0 4 2 

294, Plumer & Co... 98 0 2 30 , Chermside & 
30 .. P. Methuen ... 208 16 4 Co. -- 41 010 
31 ,, Cronje & Co... 8414 9 31 ,, Salaries iin & OD. 0.42) 
999 Wages o 49 0 QO 
hee Hunter & Co... 101 4 8 
» » Balancec/d ... 455 1 2 


Total ...1,174 138 7 


<. dsb hee ee 1,174 13 7 


Se 
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Bank Pass Book. 
J. Bull in account with the Blankshire Bank. 














1938 £.. 8: @. 4. leor Pe oe 

Jan. 1 To Self .. ‘30 0 0'T Dec: 31 By Balance’ ~*%.. 205 15 5 
» Commission on 1938 

Scotch draft Jan... dl. :..,-e rer a.Co.. -087 a8 

(Plumer &Co.) 6 0 6 » Cronje & Co. 8414 9 

2 , Hunter & Co... 101 4 8 3 ,, J.Dundonald, 4914 9 

» P. Carew eS 26, aU 4 ,, P.Methuen .. 208 16 4 

3 ,, Commission on 6 ,, J.Smith&Co. 48 13 6 


Scotch draft 

(J. Dundonald) 0 0 3 
, Unpaid draft 

(Cronje&Co) 8414 9 


i 


,» Chermside & 
Co. tot eH 0-10 
7 ,, Wages Bi 822 0-10 





(Balance as per Cash Book £ 455-1s. 2d.) 
Ex.-8. On 30th September 1935, my Cash Book showed a 


Bank Overdraft of Rs. 49,350. On going through the Bank 
Pass Book for reconciling the balance, I find the following :— 


Out of cheques drawn on 26th September 1935, those for 
Rs. 3,700 were cashed by the Bankers on 2nd October 1935 and 
a crossed ‘cheque for Rs. 750 given to Abdul was returned by 
him and a bearer one was issued to him in lieu on lst October, 


1935, 


Cash and cheques amounting to Rs. 3,400 were deposited in 
Bank on 29th September 1935, but cheques worth Rs. 1,300 
were cleared by the Bank on 1st October 1935 and one cheque 
for Rs. 250 was returned by them as dishonoured on the latter 
date. 

According to my standing orders, the bankers have on 
30th September 1935 paid Rs. 320 as interest to my creditors, 
paid quarterly premium on my policy amounting to Rs. 160, 
and have paid a second call of Rs. 600 on shares held by me 
and lodged with the bankers for safe custody. They have also 
received Rs 150 as dividend on my shares and recovered an 
Insurance Claim of Rs. 800, their charges and commission on 
the above being Rs. 10. On receipt of information of the above 
transactions I have passed Bie ge entries in my Cash Book 
on 1st October, 1935. ae 

. My Bankers seem to have given me a wrong or edit. ; 
Rs. 500 paid in by me in No. 2 Account, and a wrong ¢ 

respect of a cheque for Rs. bY a — my No 

| Sten re a Reo 5 at 
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Ex.-9. On 31st October 1935, my Pass Book No. 1 showed 
an overdraft of Rs. 9,500. Out of cheques of Rs. 4,500 paid in 
on 28th October, Rs, 2,000 appear to have been credited in the 
Pass Book under date 3rd Nevember. I had issued cheques in 
October amounting in all to Rs. 8,000, of which I find that 
Rs, 3,500 worth have been cashed in that same month, a cheque 
of Rs. 2,500 has been cashed on 2nd November and the rest 
have not been presented at all. My bankers have given mea 


wrong credit in No. 2 Account in respect of a chegue of 


Rs. 1,000 paid into No. 1 Account by me. Rs. 500 for interest 
on overdraft charged in the Pass Book on Ist November, have 
been entered in my Cash Book as on 3lst October. My Pass 
Book shows a credit of Rs. 600 to my Account, being interest 
on my Securities collected direct by my bankers. 


Prepare a Reconciliation Statement as at 31st October, 1935. 
(Overdraft as per Cash Book Rs. 12,100). 
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CHAPTER XVII. 


Goods on sale or return, consignment accounts, etc. 


1. Treatment of goods sent on sale or return:—It is a practice 
amongst many business houses to send out goods to customers 
on approval. Such goods cannot be taken as sold until the 
acceptance of the buyer is received by the seller. If such 
transactions are treated as Sales, profits will be anticipated 
which will not be realised and the Balance Sheet will be 
incorrect as regards the items of “ Debtors’’, ‘ Stock” and 
“ Profit or Loss”. 


The best way to record transactions of this nature is to 
have a specially ruled “Sale or Return ’’ Day Book. 


lilustration : 


Sale or Return Day Book 





| Value of goods | Goods © Goods Ledger : Bal- 











{ 
Date. | Particulars. settee ae ~ he sold. Polio. ance. 
| | | 
gee ye fe ap Part. ae et Oe 
) | 


| 





| 
i | 
| | 
| | 


| 

| | 
anus 

| | | 


Procedure: When goods are despatched— 
(z) date of despatch is entered in column 1; 

(6) name of the customer is entered in column 2 ; 
(c) value of the goods at Selling price is entered in 
column 3 which is simply a memorandum column; 
(d) if goods are returned, they are extended into column 
_ 98, which is alsoa memorandum column and does 

not affect double entry ; 

(e) if goods are sold, they are extended into column 6 

Sista th and posted therefrom in the Sales Ledger; 
_ Q& the column 6 is totalled at the time of preparing the 
gaat Final Accounts and the value is posted to the 


+e 


ow: 


aS = credit of Sales Account ; 
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(g) the difference between column 3 and the totals 
of columns 5 and 6 will represent the goods out- 
standing on the closing date. The values entered 
in columns 3, 5 and 6 are at selling price, but the 
outstanding stock is to be valued at cost and treated 
in the same way as ordinary stock for Balance 
Sheet purposes. 


Where the goods sent out on sale or return are considerable in 
number :—In this case, it is essential that a system that can 
lend itself to proof and is not simply memorandum should be 
ee A separate set of books comprising the following 
are used :— 


1. Sale or Return Day Book. 


2. Sale or Return Ledger. 
3, Sale or Return Journal. 


Procedure: (1) When goods are sent out, they are entered 
in the Sale or Return Day Book and posted therefrom to the 
debit of the Customer in the Sale or Return Ledger, and in 
total at the end of the period or each month to the credit of 
“Sale or Return Total Account ’’ in the same ledger. 


(2) When the customer decides to keep the goods or 
returns them, the transaction is entered in the Sale or Return 
Journal which is ruled as under: 


Sale or Return Journal 


| Amount 
Dat Customer’s |S. or R. Ledger peer aati, S. L. posted 
ate. Wastin, Folio. Le ager ’ | Folio. to Sales 


| Ledger, 
(1) Die (3) 4 ie ee 
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(5) At the end of each month or period the total of 
column 6 is posted to the credit of Sales Account, and that of 
column 4 is posted to the debit of “Sale or Return Total 
Account’”’ in the Sale or Return Ledger. 


The principle of this system makes the Sale or Return 
Ledger se]f-balancing and the actual value of the goods of Sale 
or Keturn can be quickly ascertained by reducing the balance 
of “Sale or Return Total Account’’ tocost. 


Goods sent on Consignment. 


There is a distinct difference between sending out goods 
on consignment and sending out goods on sale or return. 


In respect to consignments, goods are sent out to an Agent 
who sells them on account of the consignor and charges a com- 
mission on the value of goods sold. The consignor finds this 
procedure to his advantage, when the volume of sales may not 
be so large as would maintain an independent branch. The 
consignee also finds this procedure to his advantage as he does 
not incur any responsibility, particularly when the gaods are 
new to the locality and it is uncertain how they would sell. 


The consignee charges all his expenses to the consignor 
and remits the net proceeds after deducting his Commission on 
sales. Usually the consignee is not responsible for loss by bad 
debt in respect to goods on consignment sold through him, but 
when he accepts such liability he receives an additional com- 
mission, termed lel Credre Commission for so doing, and he is 
known as Del Credre Agent. The Statement of Account that 
the consignee submits to the consignor is termed “ Account 
Sales ’’. 


Accounts in respect to “ Goods on Consignment’’ have to 
be viewed differently (1) from the viewpoint of the Consignor 


and (2) from the viewpoint of the Consignee. 


Entries in the Books of the Consignor. 


1. The goods sent on consignment should be taken at cost 
price. An account styled “Consignment outwards to——”’ 
should be debited with the value; another account styled 
“ Goods sent on consignment’ account should be credited. If 
there are more than one consignment to the same consignee, 


each account should be numbered. 


et 
— 
a 


3 
Pa 


2. All expenses incurred for sending out the consignment 


should. be debited to the “Consignment outwards to ——” 







a | 
- $, Consignee’s personal account should be opened. For 


‘incurred by him and commission earned by him on 
personal account is to be credited and “ Consignment 
-.. _—*ROJA MUTHIAH 
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outwards to ——” should be debited. For the value of sales 
made as per Accounts sale submitted by him the consignee’s 
personal account is to be debited and the ‘‘ Consignment out- 
wards to --—”’ is to be credited, 


4. Any final difference sho wnby the ’ Consignment out- 
wards account ’’ is to be carried to Profit and Loss Account. 


5. The balance of “ Goods sent on consignment’”’ account 
is to be transferred to Trading Account at clasing time. 


6. If the consignee has a balance of stock on consignment 
account the proportion of expenses on this balance has to be 
worked out and added to the value This value is placed on 
the credit side of the “Consignment outwards to ——’’ account 
before profit or loss is determined and carried forward to the 
new period. This stock appears as an asset on the Balance 
Sheet. 


%. Sometimes, with a view not to reveal the cost of the consign- 
ment to the Consignee, the Consignor raises the invoice value by a certain 
percentage. The first entry will be as per rule (1), but the effect of it 
would be to credit the ‘‘ Goods sent on consignment,’’ with profit before 
it is realised. The procedure will also be further defective in the sense 
that the ‘‘ Consignment outwards to ——-’’ account after being debited 
with expenses and commission will show a loss and will fail in its object 
of signifying the true profit or loss made on the consignment. 


To put matters right, an adjusting entry has to be passed, 
immediately after the first entry, debiting the “ Goods sent on 
Consignment” Account and crediting the “ Consignment out- 
wards to ——’’ account with the difference between the cost of 
the goods consigned and the pro forma invoice value. 


Tf all the goods are not sold out by closing date of the 
Accounting Period, and a stock remains on hand it will be 
taken at the pro forma invoice value as advised by the consignee 
and the value will be credited to the ‘ Consignment outwards 
to ——’’ and carried forward to the new period as per rule 6 
above. As this value will be the inflated value, an adjusting 
entry will be passed before finding profit or logs on the consign- 
ment, debiting the “ Consignment outwards to ——’’ account 
and crediting * Consignment Stock Suspense Account”. 

Thereafter the stock on consignment account will be 
shown on the Balance Sheet minus the credit balance on Con- 
signment Stock Suspense Account. 


On the opening date, the entries will be reversed and the 
consignment account will show the balance at cost price. — 


An Account Sales.—When the consignment is realised, the 
agent forwards to the consiendr a statement, of eneaunt ghow- 
ing the gross proceeds realised and the net proceeds payable 


es 
+ 


i . ; % ig 


‘ 
ons TT. oy, 


‘, - . . ‘ >. - 
® ’ a ah eee a om ¥ = , < - a 
7 wl Pr aie 2 . Pind ret oh > v 2 ~ A a a 
i heen ee a : | tl eae oo : > re 
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after deducting his commission and the expenses he may have 
incurred thereon. If the consignee has accepted any bill 


against the value of the consignment such acceptance is also 
taken to account. 


Illustration ! —(U ntermediate Commerce Examination—1929). 


A sends out a consignment of the value of Rs. 5,000 to B 
drawing on the latter for Rs. 4,000 as an advance anak same. 
A also pays Rs. 475 for freight, etc. B clears the goods paying 
Rs. 250 for duty, dock dues, etc. He sells on credit half the lot 
for Rs. 4,200 and half of the remaining is sold for cash at 
Rs. 2 000. -B’s remuneration is 24 per cent on Gross proceeds. 


B sends out Account Sales and adraftto A for the Balance 
as shown therein. Rs.1,250 worth of goods are on hand 
with B. 


Open the necessary accounts in the books of A recording 
the above transactions. 











SOLUTION : 
A’s Books. 
Consignment to B Account. 

j ES 

| Rs. A, Rs. A. 
To goods sent on conan By B—Sale proceeds --- | 6,200 0 

ment Account 01 By Balance c/d. aged 431 4 

To Cash —freig ht, etc. oe a7 0 (cost-+ proportionate 
To B—Duty, eda ‘dues, atc.. 250 0 expenses). 
To B—Commiasion at 24 p. c. 155 0 
To Profit & Loss Account .../1,751 4 

7,631 4 7,631 4 

(Se RRS armen SESE SS ST OE ee 

Goods sent on Consignment Account. 

rt Rs. A, ; | Rs. A. 
To Trading Account | --.| 9,000 0] By Consignment to B A/o. .., 5.0 0 0 








'B Consignee’s Account. 









Rs. A. Rs. A. 
T s ignme oaren stems By Bills Receivable Account. | 4,000 0 
Com Saas . ... (6,200 0) By Consignment Account— 
teh) £ aor 3 duty, dock dues, etc. ...; 250 0 
ae oahu. ieee Ae S | eS | By do, Commission ...| 155 0 
on : | 6,200 0 mn 
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2.—(Intermediate Commerce Examination— 1923). 


A cloth mill in Ahmedabad sends regular consignments of 
cloth to Messrs. Ghista & Co., of Delhi, who are agents for 
selling the cloth at the risk of the Ahmedabad Mill. 


Record the following transactions into Ledger Accounts 
showing the profit made on the Delhi Consignment and the 
balance due by the Agents, after allowing them Commission at 
the rate of three pies per every lb. of cloth sold by them :— 
Total quantity of cloth consigned 256,000 lbs. at cost which 
amounted to 11 annas per lb. Total quantity of cloth sold 
192,000 lbs. at 15 annasalb. Total remittances by the Agents 
Rs. 1,55,000; Railway freight paid by Agents Rs. 16,000. The 
Balance of cloth to be valued at cost price plus the railway 
freight. 


illustration 2 





SOLUTION : 
Goods sent on Consignment Account. 
| 
| Rs. | Rs. 
To Trading Account ... | 1,276,000] By Consignment to Delhi ... | 1,76,000 
| 
Consignment to Delhi Account. 
| 
Rs. | Rs. 
To Goods sent on consign- By Ghista & Co. (Agents) for 
ment account 1,76,000{ sale proceeds «+ | 1,80,000 
To Ghista & Co, (Rly. By Balance, being stock-at- 
freight) ..., 16,000] end valued at cost plus 
To Ghista & Co. (Commis- Rly. freight we | 48,000 
SiON) ... 3,000 : 
To Net profit transferred to | 
Profit & Loss Account 33,000 | 
2, 28,000 2,238,000 


Se ae ee 


Ghista & Co. (Agents) Delhi. 


7 Rs. 
To Consignment to Delhi 
Account, sale proceeds ... 


1,80,000 
To Balance b/d. ve 6,000 


Rs. 
y Bank—remittances .| 1,55,000 


1,80,000 BY Consignment to Delhi 


Account, Rly. freight 16,000 
By do. Commission .,. 3,000 
By Balance o/d. bin 6,000 

som 
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Illustration 3.—(R. A. Examination—1935.) 


The Bombay Mills Limited of Bombay consign to their 
Caloutta office Rs.5,000 worth of piece-goods drawing on 
Calcutta for the amount. They pay charges, freight and insur. 
ance on the consignment amounting to Rs. 325 and discount 
the bill which costs Rs. 100. How should such transactions be 
entered in the Bombay books? Make the necessary Journal 
entries and post to the proper accounts. 


The goods were realised in Calcutta and in due course the 
Ascount Sales was received as follows :— 


Rs. Rs. 

100 bales of piece goods at 7,008 
Less Charges: Delivery, cartage, etc. ... 250 
Godown rent mp 
Insurance 3: Oma 
Sundry charges ces 9 
Commission see SOU 

vane 684 

6,316 

Draft paid a 5,000 

Balance herewith ... , 1,316 


Enter these particulars in the Bombay books and complete 
the transactions showing the final ead or loss on the con- 
signment. 


SOLUTION : 
Journal of Bombay Mills, Ltd. 


| 

Consignment to Calcutta Account Dr. |. 5 000 | 

To Goods sent on consignment Account | | 
(Being value of 100 bales of piece-goods consigned to 

Caloutta). | | 

| 

| 

| 

{ 


=e oe 





seen See or? | 
carmen enemas? 


Bills Receivable Account Dr 
To Caleutta Office Account : 
(Being the amount of the bill on Calcutta). | 


~ §,000 





3,000 


cl a Fe Se rE pn en a a ber Re OE 





as 


Consignment to Calcutta Account Dr.| 325 
"4 Bank 395 
‘(Being amount of freight, insurance and other charges 
paid ° on the apa ee. 
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Rs. Rs. 
Bank Dr. 4,900 
Discount Account Dr. "100 | 
To Bills Receivable Account | 5,000 
(Being amount realised on discounting the Bill received | 
from Calcutta and discounting charges thereon). 
Calcutta Office Account Dr. | 7,000 | 
To Consignment to Calcutta Account «| 7,000 
(Being the gross proceeds of 100 bales consigaed to 
Calcutta as per their Account Sales). | | 
ee Fn Lr nT ET | OI a rl ee AP re ee 
Consignment to Calcutta Account Dr. 684 | 
To Calcutta Office Account | 684 
(Being expenses incurred by the latter and commission | 
due to them as per Account Sales). 
ee ee ee Pa ava | 
Bank Account Dr. 1,316 | 
To Caloutta office Aceount 1,316 
(Being balance due by the latter as per their Account | 
Sales now received). 
Consignment to Caloutta Account Dr. 991 
To Profit & Loss Account 991 





(Being profit on the above consignment transferred to 
Profit & Loss Account). 





Ledger of Bombay Mills, Ltd. 


Goods sent on Consignment Account. 











Rs. 
To Trading Account ..{ 9,000 | By Consignment to oy aed 
Account ..| 5,000 
Consignment to Calcutta Account. 
Rs, 


To Goods sent on consign- By Calcutta office Account... 7,000 


ment Account see 
To Bank 
To Caloutta office Asoount . see 
To Profit & Loss Account . 
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Calcutta Office Account 





Rs. 8. 
To Consignment to Calcutta By Bills Receivable 5,060 
Account ... 7,000 |By Consignment to Caloutta | 
Account | 684 
By Bank | 1,316 
7000 "7,000 











Bills Receivable Account 











, Rs. Rs. 
To Calcutta Office Account...{ 5,000 | By Bank | 4,900 
By Discount 100 
5.000 5,000 

~Bank Account 
| Rs. Rs, 
To Bills Receivable ...| 4,900 | By Consignment to Calcutta 

To Calcutta Office Account...| 1,316 Account oe 325 





lilustration 4: 

On 10th June 1937, Kapadia & Co. of Bombay consigned 
100 cases of Red Wine to Spencer & Co., Madras. The cost of 
the consignment amounted to Rs. 7,500 but the goods were 
charged at pro forma invoice so as to show a profit of 25 per cent 
on sales. Onthe same date, the consignors paid Rs. 600 for 
freight and insurance. On Ist July, the consignees paid 
Rs. 1,000 for import duty, Rs. 200 for dock dues and remitted a 
Bank draft for Xs, 4,000 as an advance against the consignment. 
On the 15th July, they sold 80 cases for Rs. 10,500. 
Spencer & Co. are entitled to a commission of 5 per cent on 
gross proceeds of sales astheir remuneration. Show the entrieg 
in the books of the consignors and the consignees, assuming 
that the consignees have remitted the Balance owing by them 


by sight draft. 
SOLUTION —4. 
) In the Books of Kapadia & Co. (Consignors). 
Journal Entries. 












CEE 
| ins,- 
“Consignment of Red Wine to Syaucer & Co. Dr. | 10,000 Rs, 

oods sent on consignment | ere 


ah, B ing the value of consignment at pro forma invoice 


en Sern ener  nenrerh e me 


ae Ly 
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Consignment of Red Wine to Spencer & Co. Dr, 600 
To Bank } a: 600 
(Being payment of freight and insurance on account of 
the consignment). 

































Ne Ede Ss apts asnecicpomocsescsd oan noonelng 
Bank Account | Dr. | 4,000 
To Spencer & Co. ae 4,900 
(Being advance against consignment received from 
them). 
Spencer & Co. Dr, | 10,500 
Te Consignment of Red Wine to Spencer & Co. ae 10,500 
(Being gross proceeds of sale of 80 cases as per their 
Account sales). 
Consignment of Red Wine to Spencer & Co, Dr. 1,200 
To Spencer & Co. ‘ide 1,260 
(Being the amount expended by them on freight and 
insurance). 
Consignment of Red Wines to Spencer & Co. Dr. 520 
To Spencer & Co. ae ae) 525 
(Being their 5 per cont commission on gross proceeds. 
foods sent on Consignment Account ‘Dent 2500 
To Consignment of Red Wines to Spencer & Co. af} g 500 
(Being 25 per cent on sale price originally added to the cee 
invoice cost of the whole consignment now written 
back.) : 1 
SE 
Stock on Consignment Account a Dr, 2000 FO 
To Consignment of Red Wine to Spencer & Co. a | 2,000 
(Being the value of unsold stock brought in at pro 3 ee Bit E 
forma invoice price). jer es 43 yin é fadt : 
—— ee > else ako 
Consignment of Red Wine to Spencer & Co. Dre + “500 fit 3 
To Consignment Stock Suspense Account = ae | js B00” 
(Being the excess value of OLOMINE BROCK of Consign- Speers ©: " 
ment now adjusted). 5°57 eee 
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Ledger of Kapadia & Co., 
Consignment of Red Wine to Spencer & Co., Madras. 





» Profit transferred to 
Profit or Loss on con- 
signment Account ... | 2,175 


Rs. | | Ks. 
To Goods sent on eat By Spencer & Oo.—Gross 
- ment 10,000 | proceeds of sale 10,500 
,, Bank, freight and insce. 600 » Stock on consignment 
re Spencer & Co.—duty and Account see, 2,000 
dock dues 1,200 | ,, Goods on consignment 
ti Spencer & Co,—5 per cent Account ove | 2,000 
commission gee O20 
» Consignment Suspense 
Accouut 500 





15,000 | 15,000 


SS qayrass poem ssyuawe SES as CTS 


Goods sent on Consignment Account. 


| | 
Rs. | Rs. 
fo Consignment Account ... 2,900 | By Consignment Account... | 10,000 
» Trading Account—trans- | 
| 


fer 2 7,000 E 
10,000 10,000 
_ Spencer & Co., Madras (Consignee’s Account.) 
Rs, Rs. 
Mois Consignment Accont— By Bank—remittance ...| 4,000 


qo rone proceeds ofsale ... | 10,500 | ,, Consignment Account—- 
duty and dock dues ...| 1,200 
», Consignment Account— 


———. 






SE creer roe SD 
} gee OP ames 


genre. *: | fee 5 per cent commission, 529 
eee ee as » Bank 7 wove! 4,775 
SS 10,500 10,500. 


on Consignment Account. 


Rs, 
vee | a 


hatte, 


216 


Consignment Stock Suspense Account. 


. | Rs. | | Its. 
l'o Balance o/d | 500 | By Consignment Account... | 500 
| | By Balance b/d oon | oO 


Note :—The Stock of consignment will appesr in the Balance sheet at 
Rs, 1,500, z.e., Rs. 2,000 minus the credit balance of Rs. 500 on Consignment 
Stock Suspense Account. At the commencement of the succeeding period, 
the Stock on Consignment Account will be closed by transfer to Consignment 
Account at Rs, 2,000. The credit balance on Consignment Stock Suspense 
Account will remain there during the whole of the succeeding period, at the 
end of which it will automatically adjust the excess debit included in the first 
item on Consignment Account as a result of the opening stock having been 
valued at pro forma invoice price. 


Entries in the Books of the Consignee. 


Because the consignee holds the goods in trust for the 
consignor he is not supposed to mix up the goods received on 
consignment with his own goods. For that reason, no entry 
need be passed by him on receipt of the goods, until the sale 
takes place. He will however maintain a ‘Conginment Inwards 
Book or Register’ to record therein full particulars of consign- 
ment received and sales made from date to date. The consignee 
will open only one account namely the Personal Account of the 
consignor. All expenses incurred on the consignment by the 
consignee will be debited to this account. Sales made will be 
credited to this account. Any bill that may be drawn by the 
consignor against the consignment will be debited to this 
account as well as payments made. 


The consignee will not make any entry in his books about 
stock on consignment on hand, and he will not show this stsck 
on his Balance Sheet. 


Illustration. 


On 14th January Kapadia & Co., Patna consigned 95 bags of 
sugar to Rao & Co., Madras, invoiced at Rs. 90 per bag and paid 
Rs. 140 for insurance, freight, etc. On 16th January 1940 they 
drew on Rao & Co. for Rs. 5,000 as advance against this consign- 
ment. On March 3rd, the following Account Sales was received 
from Rao & Co., with their cheque for Rs. 6,571-8-0, 
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Account Sales of 95 bags of sugar received on 19th January 
1940, from Kapadia & Co. of Patna, to be sold on commission :— 











1946 Rea; A. Ps Rs, A. P° 
Feb. 28 *Gross Proceeds from Sales 95 bags 
of sugar at Rs. 125 each 7 11,875 0 O 
Less Charges :— 
Duty and clearing is 80 8 0 
Storage ay 40 0 0 
Commission at 2 percent on 
gross sales < 237 8 0 35? 8 O 
Balpnce due to Kapadia & Co... 11,517: .8...0 
Less amrunt of draft accepted on 
Balance sent by cheque - 6,517 8 0 
HB, & O. E. Rao & Co, 
Madras, Consignees 








Show the entries necessary in relation to the transactions 
and the Ledger accounts in the books of the consignees. 





SOLUTION. 
Consignee’s Books. 
Journal entries, 
Rs. |A. : ; 
Jan. 19 Kapadia & Co. (Consignors) Dr.} 5,000 | 0 eye 
To Bills Payable 3,000 | 0 
me (Being draft from Kapadia & Co, accepted 
as eae their consigument.) ra 
= ae ee i Kapadia & Co Dr. 120 0 







To Bank © * coe : 120 0 
(Being bees and suisse paid on Kapadia wink Gi 





ee | 11 875,|.0.. , 
11,875 | 0 
ee of 95 tied ai] } ed das 
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| ; Rs,, iA.) Re, (A. 
Kapadia & Co, Dr, 237 | 8 
To Commission Re 237 | 8 
(Being our commission at 2 per cent on | 
gross proceeds of consignment as arranged) 
Kapadia & Co. Dr,} 6,517 | & 
To Bank ‘ 6,517 | 8 
(Being remittance of balance due to them). | 
Kapadia & Co. (Consignors) 
( Rs. A. Rs. A. 
1940 , | 1940 | 
Jan.19 To Bills Payable Feb. 28 By Bank an 
Account soe!» BGOOBe i @ 
To Bank a 120 
Feb. 28 To Commission ... 237 | 8 
To Bank poe cae e 
11,875 J Ete 875 0 











Excercises on Consigument Account. 
Ex. 1.—(R. A. Examination—1939). 


A acts as del credere agent for B. In A’s books, which are 
made up to June 30th, 1938, you find the following accounts :— 


Consignment Inwards Account. 


Rs. Rs. 
To B 10,000 bales .-| 90,000 | By Sundry Debtors 5,000 
To Cash, expenses of Con- bales sold .-| 27,000 
signment ..| 1,500} By Balance ..-| 33,660 
To Commission, 8 per cent 
of Rs. 27, 000 --| 2,160 


To Bad Debts incurred on 
Consignment Account ..., 7,000. 








60,660 | | 60,660 

B’s Account. | 3 ; 

Rs, | Re 

To Cash 5,000 bales sold...) 27,000 | By Balance | v.| 2,460 

Less Expenses and Commis- » Consignment account ,.., 50,000 
sion eee, 8,500 | | 
Transmitted | 18,500 | ; ‘ tastt abs eae 
To Balance aed Bch | p gti ‘ss 
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2.—(R. A. Examination—1941). 


A firm received a consignment of 100 machines from a 
manufacturer in the U.S.A. on the following terms :— 


(1) the machines to be sold at the best price obtainable 
above Rs. 150. 


(2) Selling commission to be 15 per cent. 


(8) any machines unsold at the expiry of the three 
months after receipt tobe taken over at Rs. 150 each 
and the account to be settled at the same date. 


(4) Interest to be calculated at 5 percent per annum. 
On the Ist January 1941 the goods were received and customs 
duty and clearing charges of Rs. 3,000 were paid. On 8th 
January 1941, 10 machines were sold at Rs. 175 each; on 
15th January 1941, 30 machines were sold at the same price 
and on 15th February 1941, 20 SS were sold at Ks. 160 
each. 


Write up the Consignment Account and draw up an 
Account Sales to accompany the remittance to the American 
Company. 


Ex. 3.—(R. A. Examination— 1943). 


Hassan Bros., of Lahore, send on consignment to their 
agent in Kabool goods invoiced at Rs. 45,000, this being the. 
selling price of the consignment obtained by adding 30 per cent 
to the cost price to cover expenses, profit and selling 
- commission. | 


| At the end of six months the Agent remits the sum of 
Rs. 12,000 made as under :— 


Proceeds of goods sold — REET S Re. 13,000 
Less 9 per cent Commission 4 its, 650 | 
_ Expenses OO 
3 3 ot Sees » 1,000 
gs ae oe ns. 1800 


- 
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Ex. 4.—(Indian Merchants’ Chamber Examination—1947). 


What is the difference between a consignment and a Joint 
Venture ? 


On March Ist, 1940, B. Dinshaw, of Bombay, consigned cotton 
to C. Kalidas of Ahmedabad of the value of Rs. 10,000 on which 
he paid the following charges : 


Carriage from godown to Railway Station. Rs. 25 
Railway Company’s charges Katty, 100 
Insurance fe ine i eee 


B Dinshaw drew a two months’ Bill upon C. Kalidas for 
Rs. 3,000 as an advance against consignment, which the latter 
accepted and returned in due course. B. Dinshaw discounted 
the Bill at the Central Bank Ltd., discount charged being 5 per 
cent per annum. 


On 15th May 1940, B. Dinshaw received Account Sales from 
C. Kalidas showing that the goods realised Rs.14,000 from 
which was deducted C. Kalidas’s charges and commission 
Rs. 400 and Kalidas remitted a cheque for the balance of the 
sale proceeds. | 


Show the journal entries in the Books of B. Dinshaw and 
the net result of the consignment. 


Ex. 5.—(Indian Institute of Bankers’ Examination 1940). 


A sends out a consignment of the value of Rs. 10,000 to 
B drawing on the latter for Rs. 8,000 as an advance against the 
same. A also pays Rs. 950 for freight, etc. B clears the goods 
paying Rs. 50 for duty, dock dues, etc. He sella on credit half 
the lot for Rs. 8,400 and half of the remaining is sold for cash 
at Rs. 4,000. B’s remuneration is 25 per cent on gross proceeds. 
B sends out Account Sales anda draft to A for the balance as 
shown therein. Rs. 2,500 worth of goods are on hand with B. 
Open the necessary accounts in the books of A and B respec- 
tively recording the above transactions. 2q¢4o- 


Fx-6, (Indian Merchants’ Chamber 1946) 


Hardas & Co., of Delhi, consigned goods to Masani & Co., of 
Karachi, on 1st September 1937, with a pro forma invoice for 
Rs. 4,000. They paid freight Rs. 300; and insurance Rs. 80; and 
other expenses Rs. 20. On 31st October 1937, Masan: & Co., seut 
an Account Sales from which itappeared that half the goods had 
realised Rs. 3,500; and deducting expenses Ks. 190 and t 






eee - 
ee me ie ow - Pe - rt 

ee oe ae . 
tg or oat oh! cane 
ou a8 “on “fd ate eT Pn was “s ee ee a 
. v,, fit om ne fos , > pees ie - [> 

pie noe pera ree és Pith : e 

- a Ca , 







221 


commission at 2 per cent on gross proceeds, they enclosed a 
draft on the Punjab National Bank for the balance. Pass the 
necessary Journal entries, or prepare the necessary Ledger 
Accounts in the books of both the parties, valuing unsold stock 
at invoice cost plus expenses. 


Ex-7. (Indian Institute of Bankers, 1946) 


On 25th June 1945 Sarkar & Co, of Calcutta, sent a consign- 
ment of 100 sewing machines ex.s.s. Bengal to Jamshed Mehta, 
of Karachi, with sro forma Invoice amounting at cost to 
Rs. 40,000 and paid freight and insurance thereon amounting 
to Ks. 5 000, 

On Sth July 1945, Jamshed Mehta Hedeived the goods and 
paid Rs. 750 Landing charges and Rs. 1,105 Cartage and Rent 
of Storage. 


On 15th July 1945, Jamshed Mehta sold the entire lot and 
realised Rs, 75,000. He incurred Sales Expenses amounting to 
Rs. 2,000. 

On Ist September 1945, Jamshed Mehta sent his Account 
‘Sales and sight Draft for the balance due to Sarkar & Co., 
after deducting his commission at 74% on the Gross Proceeds. 


On 10th September 1945, Sarkar & Co. received the Account 
Sales and the Sight Draft. 


Enter the above transactions in the books of Sarkar & Co., 
the consignors and Jamshed Mehta, the consignees. 


Ex-8, (R.A. 1946). 

A Cotton Mill at Ahmedabad sends regular consignments 
of cloth to Messrs. Lall & Sons, of Lucknow, who are agents 
for selling cloth at the risk of the Mill. 

- Record the following transactions in the Ledger accounts 
showing the profit made on Lucknow Consignment and the 
balance due by agents after allowing them commission at the 
rate of 9 pies per |b. of cloth sold by them;— 


Stock of cloth with Agents at the beginning 40,000 lb cost- 
ing. Rs. 50,000. 
— ad of eloth consigned 320,000 lb. at Rs. 1-8-0 
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10,000 lb. of cloth was damaged by the Railway for 
which the Agents recovered Rs. 6,000. The damaged goods 
were sold at the rate of Re, 0-12-0 per lb. 


Ex-9, (R. A. 1947) 


Ali Hussain, of Calcutta, sent a consignment of cotton goods 
to Osman Khan, of Singapore, invoiced at Rs. 1,000. The invoice 
price was made by adding 25 per cent to the cost. The expen- 
ses incurred by Ali Hugsain were, packing Rs. 24, Carriage, etc., 
Rs. 16. Insurance Rs. 12 and other expenses Rs. 26. 


After three months he received an Account Sales 
intimating that half the consignment was sold at Rs.600. The 
expenses incurred by the consignee were: freight Rs. 30, Fire 
Insurance Rs. 18 and other expenses Rs. 10. His commission 
was 6 per cent on sales and Del credere commission 1} per cent. 


But no sale could be made of the remainder, so that it was 
brought back after another nine months atafurther cost of 
Rs. 60. The goods were damaged and valued at 20 per cent be- 
low cost. Assuming interest at 5 per cent per annum on cost 
find out the profit or loss on the consignment. 









CHAPTER XVIII. 


Joint Ventures. 


A joint venture is practically a partnership between two 
or more persons in respect to a particular venture. 


Wherea separate set of books is maintained with a sepa- 
rate Cash and Bank accounts the record does not differ from 
ordinary partnership accounts, andthe Books may be main- 
tained by any one of the several partners joining the venture. 


Where separate set of books is not maintained, each party 
to the venture records in his own books the transactions he 
has entered into on account of the joint venture. Each party 
renders an account of the transactions entered by him to the 
other party or parties to enable a joint Venture Account to be 
maintained by each in his respective books. The method is to 
open’ A Joint Venture Account’ and “personal Account 
of the other party.’ The share of profit or loss belonging to 
the other party is credited or debited to personal account and 
one’s own share is debited or credited to Profit and Loss 
Account. 


Iustration :—Jntermediate Commerce Examination —1918). 

A and B enter into a Joint Adventure to ship goods abroad. 
A sends goods to the value of Rs. 15,000, pays freight Rs. 1,500 
and sundry expenses i,075. B sends goods valued at Rs. 10, 250 
and pays freight and insurance Rs. 1,200 and sundry expenses 
Rs. 750. B advances to A Rs. 6,000 on account of the venture. 
A receives Account Sales and remittance of net proceeds for the 
whole of the goods amounting to Rs. 37,500. Show how these 
transactions would appear in the books of A and B respectively, 
assuming that final settlement is made between them. 


SOLUTION ; 











A’s Books. 
Joint Venture Account. 
Rs, za Re, jA° 
To Goods sent on consign- By Cash—net proceeds...| 37,500 | 0 
ment we! 15,000 | 0 : 
, Cash—freight | 1,000 | 0 
- ” Cash—Sundry expenses: 1,575 | 0 
fe B's Account—goods ... 10,750 | 0 | 
on ie freight .... 1,200 | 0 
a: - S/expenses 950 | 0 | 
= Fees ae . L’Aecount— | 
ee | $ profit ...; 3,362 | 8 
"a eee scount— | oe 
See Pyrat vw» 3,362 | 8 
: 37,500 | of 37,500 | 0 


. Oe homme ese EA | CCD 
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B’s Account, 








rn ; | Rs. A. Rs. A e 
To Cash a. 22,062 | 81 By Joint Venture 

| Account—goods.; 10,750 0 

| ” —freight...| 1,200 | 0 


— expenses. 750 90 





a 


By Joint Venture 























| Account—profit.; 3,362 | 8 
"22,062 | | 22,062 8 
B’s Books. 
Joint Venture Account. 
Rs. |A. Rs, iA. 
To goods sent on consign- By A’s Account—- : 
ment ...| 10,750 | 0 net proceeds... 37,500 | 0 
», Cash—freight «| 1,200 | 0 
» o c—Sundry expenses 790 | 0 | 
» <A’s Account—goods...| 15,000 | 0 | 
. e —freight...| 1,500 | 0 
- + —sundry | 
expenses.| 1,575 | 0 
» P&L Acocount— | 
} profit...) 3,362 | 8 | 
» A’s Aocount— 
t profit... 3,362 8 
37,500 0 37,500 | 0 
A’s Account. 
3 Rs. |A. Rs. |». 
To Cash | | 6,000 | 0; By Joint Venture Account 
By Joint Venture Account —goods 15,000 | 0 
net proceeds vee) 30,000 us a freight., 1,500 | 0 
? - .» HExpenses., 1,575 | 0 
29 9° $ profit one 3,362 8 
By Cash -+| 22,06 | 8 
43,500 “35000 


Illustration 2.—(Jntermediate Commerce Examination ~ 1921). i 


A of Ahmedabad and B of Bombay enter into a oa 
Venture to consign 100 bales of cloth to C of asia a, ¢ 

_ sold on their joint risk, which is in i. Praportontas j 
eee apace! : * 


A se ae 0 haiti a Rs 
ahve a re 


By Cash ..| 6,000 | 0 - 


925 
All the bales are sold by C for Ks. 1,40,000 out of which C 


deducts Ra. 1,600 for his expenses and his commission at 3 per 
cent. 


C remits a B/R for Rs. 70,000 which being payable at 
Ahmedabad, is cashed by A, who retains the proceeds of the 
same. The balance is remitted to B. 

Prepage the Joint Venture Accounts and the Co- adventurer’s 
accounts in the Ledgers of both the Co-adventurers. 
SOLUTION : 

In the Badks of A, 


Joint Venture Account. 





Rs. \ ARs. 
To goods—cost of 60 bales | By Bill Receivable «>| 70,000 
of cloth «+ 72,000 ,», B’s Account —balance of | 
, Bank—freight and other | sale proceeds remitted | 
charges tal > 2,000 by C after deducting his 
. B’s Account —cost of 40 | expenses Rs, 1,600 
bales of cloth ... 44,000 and commission Rs. 4,200) 64,200 
», B’s Aocount—freight and 
other charges 1,000 
» P & L Account 3/5th | 
share -| 9,240 
», B’s TF paoukta3/sth share 6,160 | 
peer e tf. eA _———— 
4, 34,200 1,34,200 
B's Account. 
| Rs. Rs. 
To Joint Venture Account— By Joint Venture Account -- 
part of sale proceeds cost of 40 bales ...; 44,000 
received from C, eee} 64,200 a a —freight 
etc, ...; 1,000 
” 9 Y —2/5th 
| share of net profits.| 6,160 
i——-——]_ ., Balance O/d | 13,040 
ce 64,200 cnn eee, 
64,200 
To Balance B/d | 13,040 oan 


In the books of B. 
_ Joint Venture Account. 









: | | 7 Rs. Rs. 
To Goods—cost of 40 bales By A’s Account—B/R receiv- 
of cloth 44,000 ed from C (being part of 
Bank—freight and other sale proceeds) | 70,000 
— ’ charges 1,000 | By Bank—Balance of sale 
» A’s Se rae a ac of 60 proceeds remitted by C 
i ss se basal cloth vee) 72,000 after deducting his ox- 


penses Rs. 1,600 


_ a aaah ae 
° and Commission Rs. 4,200 64,200 


|. 1,800 
4 160 





ES ee ees 


1,34,200 


Le ES wee eRe 
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A’s Account. 





Rs. Rs, 

To Joint Venture Acoount— | By Joint Venture Account — 
part of sale proceeds cost of 60 bales 

received from C, --.| 70,000 of cloth .. | 72,000 

To Balance C/d ...| 13,040 . a —freight, etc. .... 1,800 

#. - —3/dth Share of 
of net prouits,| 9,240 
i em 83,040 
|. 88,040-foo 8 ae wi oo 2 
-————--—-| By Balance B/d wf 13,040 


Illustration 3 :-—(Intermediate Commerce Examination—1931). 


Ange! of Aden bought goods value Rs. 62,000 and consigned 
the same to Bejon of Bombay on a Joint Venture (profit or loss 
being divisible equally between the two) paying Carriage and 
Freight Rs. 3,700 and Insurance Rs. 1,300. 


Certain portion of the above goods was sold by Bejon for 
Rs. 60,000 and it was arranged to close the Joint Venture by 
Bejon taking up the unsold balance of goods which cost 
Rs. 30,000 at a discount of 10 per cent. 


Out of the sale-proceeds Bejon had remitted Ks. 31,000 to 
Angel and spent Rs. 1,600 on Dock dues, Ks. 2,800 on Duty and 
Insurance, Rs. 2,500 on storage and Ks. 5,100 on Brokerage and 
expenses of Sale, 


Prepare the necessary account or accounts in Angel's 
ledger showing his share of profit or loss on the Joint Venture 
and the amount due to or by Bejon. 


Answer. Angel’s Ledger. 
| Joint Venture Account with Bejon. 


Rs. Rs. 
To Bank—value of goods ... 62,000; By Bejon 8 Account—sale-. . 


» 9 carriage and proceeds ...| 60,000 
‘W freight vee 3,700 9 ” — transfer te et 
» _. insurance cos 1,300 | _ of unsold stock ...| i Brads ba 





ia Fath s Account— dock 





- ne Ad : | dues — . ae cor 1,600 i r : : P 2 SLES .& | M : c ates 4 spay i - 

ce gy 9 —duty andi insur a a Me ma ares: 2 See ete s 

ee es eee | 4a 77 <3 4 Teens aia 
—Storage — Bees ies a ae pace 


| » —brokerage ae : “ at 
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Bejon’s Account. 








i Re. Rs. 

To Joint Venture Account—_ By Bank remittance ..., 31,000 
for sale proceeds ... 60,000 , Joint Venture Account— 

To Joint Venture Account — dock dues ...| 1,600 
balance of goods taken | ,, Duty and Insurance | 2,800 
over ° ...| 27,000 ,, Storage 2,500 

, Brokerage and Expenses. 5,100 
,, Profits— 3 share 4, ‘000 
,, Balance C/d 40,000 
87, 000 pia. Sane 
Sees "87,000 
To Balance b/d a 40,000 Sel eee 


Illustration 4 :——({ntermediate Commerce Examination—1927). 


A. Smith produces a new type of self-starter for Motor 
Cars, and arranges with J. Brown to enterinto a Joint Venture 
to perfect his experimental invention with a view to ultimate 
sale thereof. Smith is to be credited with Rs. 6,000 as repre- 
senting the value of work already performed and Brown is to 
contribute on the lst January 1925 Rs. 15,000 in order to finance 
further experiments. 


Interest at 5 per cent per annum is to be credited on 
their respective Capitals and it is agreed that Smith is to 
receive three-fifths and Brown two-fifths of the net profits. 


Further experiments perfected the invention and it was 

patented on Ist May 1925 on which date an account was pre- 

pared, the expenses having been: cost of material Rs. 7,440; 

Expenses Rs. 4,440, Patent Fees paid Rs. 5703; and Legal 
Expenses Rs. 680. 


= = On Ist June 1925 the invention was sold to a Limited 
Company : for Rs. 90,000 payable as to Rs. 45,000 in cash and 
Rs. ‘ ps in Gans a shares ; : the shares being duly allotted 
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SOLUTION : 
Books of Brown. 
Joint Venture Account with Smith. 
1925 |. Rs. |.1925 | Rs. 
Jan, 1 ToSmith’s Account for Junel By Limited Company 
value of Work done.) 6,000 gale price of inven- 
May: ,, Cash—Matorials .... 7,440 | tion ...| 90,000 
ee Expenses .. j 4,440 | 
» Patent feo. | 570 
las ow egal 
Expenses ... 680 
June | ,, Interest on capital : 
30 Smith ... 150 
Brown .. 375 
| —— 525 
», Net Profit :— 
Smith 3/5 ... 42,207 
Brown 2/5... 28,138 
a————| 70,345 





| a enn —e 1-2 —— een 


Smith’s Account. 








© oe QS eee 


. Rs, { 1925 Rs, 

2 une |To shares in Limited Jan. 1) By Joint Venture | 
| 30 Company | 24,000 Account for value 

» Cash vee} 21,357 | of work done...) 6,000 
‘Jun. rs —interest on 

| 30 capital... 150 

‘g —profit ...| 42,207 

| 48,357 48,357 


ee Be ee 


Brown’s Account. 





1925 Rs. 1925 Rs. 
June To shares in Limited May 1) By Cash ia 15,000 
30 Company ..-| 18,000 ,, Joint Venture | 
», Cash «| 25,5913 | June Account interest. 375 
3 30) ,, profit 28,1 38 
43,513 | | nets’ | 





oF Account. — 
1925; 

‘1, 060 May 1 By Joint Venture Pp ae 

45, 000 | Gae ees Peeiad <3 









cg 





eee 
 Jan.1|To Browi' Account 
June | Limited Mig EEE 








oe 


Mae = 






ote ae | 


en 
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Limited Company Account. 

















1925 | t Rss 1925 ) Rs. 
June |To Joint Venture | une |By shares in Ltd. Co. | 45,000 
es Account ....._- 90,000 30| ,, Cash ... 45,000 
| 
ene See See | ae : 
| 0,00 | , 90,000 
€ i | \—— 
Shares (in Limited Company) Account. 
1925. | Rs. 1925 > As, 
June To Limited Company.| 45,000 | June| By Smith’s Account ...) 27,000 - 
20) 





30| ,, Brown Account ...| 18,000 


| 

| 

Fete ee Mei ah 
| 


45,000 45, oe 


| qmcaset ees PESEIS ox 





| 
| 
| 


iustration 5:—(R. A. Examination—1934.) 


A in Calcutta and B in Bombay jointly import into India 
100 cars from America priced at $1,000 each C.I.F. Calcutta or 
Bombay. Of these cars A takes delivery of 60 cars in Calcutta 
and 40 cars are taken delivery of by Bin Bombay. B pays for 
his 40 cars on the 1st January 1934 and pays for them on the 
same day at Rs. 3 per dollar and also pays import duty at 333 
per cent and clearing charges amounting Rs. 2,400 on the same 
day. A takes delivery of his 60 cars on the 16th January 1934 
and pays for them at Rs. 2/8 per dollar as also duty and also 
clearing charges Rs. 3,000 on the same day. 


A selis 10 cars on the lst February 1934 at 4,000 each, 10 
gars on the 1st March at 4,000 each, 20 cars on the 16th March 
at 3750 each and 10 cars on the Ist April at 3500 each, and 

receives payment for the same on the dates of sale. The 
remaining 10 cars he sends to B at Bombay and pays Rs. 2,000 
on the 1st April for freight and insurance. On the same day he 
pays all expenses in connection with the selling and keeping 
of the cars amounting to Rs. 6,000. 


B in Bombay sells 20 cars on the lst February 1934 at 4,000 
each 10 carson the Ist March at 4,000 each. 10 cars on the 
16th March at 3,500 each and 10 cars on the 15th April at 3,500 
each and receives payment for the same on the dates of sale. 
B also pays all his expenses on the 15th April amounting to 
Rs. 5,000, 
: Accounts are finally settled on 15th April by both. 


They agree that each one should finance his respective 
- import but they would be entitled to charge interest at Ls per 
Sn so long as any advance remained unpaid. 


You are required to prepare a joint venture account from 
the above ote on the basis shat profit or loss is to be 
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shared equally and also prepare statement of account showing 
the amount that A should pay B or B should pay A. 
SOLUTION : 


Joint Venture Account. 






















































1934 . Rs, 1934 Re 45 
Jan, 1/To B—cost of 40 cars. |1,20,000 IFeb. 1 By A-Sale of 10 cars} 40,000 | 0 
| ,, B—import duty ... 40,000 , ae te: 80,000 | 0 
,, B—clearing charges) 2,400 Mar. 1 i » AQ. 50. | S0,Ga0ee 
1G ,, A—cost of 60 oars. 1,50,000 eee 1» AO» + £0 
|, A—Import Duty ..| 50,000 16' ,, A SEO + | Tha 2 
|, A—clearing charges) 3,000 Lge sg Mes 35,000 | 0 
Apr. 1) ,, A—Freight and Apr. 1, wae ine \| Sere 35,000 | 0 
| Insce. | 2,000 15; 55 10. 35,000 | 0 
 A—Selling and | |, A-Netloss .. 2,369 | 8 
other expenses ... 6,000 . | “ie Ke | 2,969 1.8 
15) ,, B— = | 9,000 | | 
| , A—Interest ree Ft) 
| 7o= - wee) | OOS | 
| 3,84,739 | Saaaio 0 
In A’s Books. 
B in Joint Account with A. 
1934 P Rs, jaf 1934 Rs. |A. 
Feb. 1/To Jt. Venture A/o Jan. 1.) By Jt.Venture A/c 
Sale of cars. ...| 80,000 | 0 Cost of cars, im- 
ae ome " do. .e-| 40,000 | 0 port duty and 
do. ..| 30,000 | 0 clearing charges|1,62,400| 0 
* “ay, Venture Alo— 35,000 0} Apr. | ,, Jt. Venture A/c ; 
15 Selling and other 
Apr. Loss ...{ 35,000 | 0 expenses | 9,000 | 0 
15 » ot. Venture A/c 
2,369 | 8 Interest on adv- ; 
ance | eee 
», Cash ...| 22,235 | 8 
i 92,369 | 8 1,92,369 | 8 
In B’s Books: 
; A in Joint Account with B. | 
* 1934 Rs. |A 11934 | Rs. |A. 
- Feb. 1/To Jt. Venture A/c 'Jan.16 By Jt. Venture Ale 
Sale ofcars. ...| 40,000 | 0; Cost of cars, im- 
 Mar.1) ,» ao. *2 ..-| 40,000 | 0 port duty and — 

92 £6) 3 500. 2S ded 7, 000 | 0 | se  @x- dares meet 
Apr. 1] 4 do. «| 35,000°| 0 ~/2,08;000 0 
ee 15 » " Jt. Venture A/c | _ 1), ae ee Ale | OGRa ps * 

i Loss w-| 2,369 | 81 _Froight, insce.|@-. | ~ 
¥ » To Cash | 22,285 | 8 |’ selling expenses 3 A! ee 
eG =; i.. 15), Jt. Venture Ajo |. =» 
ee : : a te advance on- + Fee a 
"ag ae teas ae a Mog i ES ae; 
: % Pi Bek i GEIS | Dee nS: 6a. Bae © < nepali 
7 als Ponca er 


eiF a 
7 , 2. So 2a je te 
r SREY j ie, us wis nog 14 605 nl bl 
cat; i 
i eu ¢ i 
fy S 4 ’ Nes . & 
f 2: oe ‘ D4 3 J ik — F / : 
-* % es ; 
hee ae ? ma Les he 
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Exercises on Joint Venture Accounts. 


Ex.-1l. (R.A. 7937), 


A in Caicutta and B in Madras agree to export rice on joint 
consignment account to their agentC in Manila. It is ayreed 
that profits are to be shared in the proportion of the tonnage 
exported by each and that each has to finance his own exports. 


Cin Manila remits the sale-proceeds, after deducting his 
expenses and charges, to A in Calcutta in dollars which is con- 
verted by Ainto Indian currency at Rs. 2-12-0 perdollar. T’rom 
the information given below you are required to preparea joint 
- consignment account showing the profit made by each and also 
account showing how much A has to pay B. 


A’s Expenses: Purchase of Rice—i00 tons at Rs. 40 per ton 
60 tons at Rs. 45 per ton 
{50 tons at Rs. 42 per ton 


Bags for export at Rs. 2-8-0 per ton 

Port dues and export charges at Rs. 2 per ton 
Freight at Rs. 21] per ton 
Insurance at Re. 0-8-0 per ton 


B’s expenses: Purchase of rice-—350 tons at Rs. 41 per ton 
| 200 tons at Rs. 39 per ton 
600 tons at Rs. 45 per ton 
Bags for export at Rs. 4 per ton 
eort dues and export charges at Rs. 1-8-0 per ton. 
Freight at Rs. 25 per ton - 
Insurance at Re. 0-8-0 per ton. 


_ Particulars from C’s Account sales:— 
Sale of Rice—160 tons at dollars 30.00 per ton 
| 200 tons at dollars 31.00 per ton 
50 tons at dollars 40.00 per ton 
ige OPE ES 855. 200 tons at dollars 36.00 per ton 
<8 Samra ioe 45 tons at dollars 45.00 per ton 
ee ee £00 tons at dollars 42.00 per ton 
ree - 120 tons at dollars 41,00 per ton ~ 
200 tons at dollars 45.00 per ton 
«40 tons at dollars 48.00 per ton 
ape ka 15 tons shortage, ee so 
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Expenses and charges at Manila— 


Clearing charges at 2.50 dollars per ton 
Storage charges at 2,100.00 dollars 


Delivery charges on 720 tons at 4.00 dol- 
lars per ton. 


Rebagging on 71 tons 2.00 dollars per ton 
Insurance 300.00 dollars 
Commission to C at 5% on gross sales 


Ex.-2. (R.A. 7938.) 


Amerchand and Balkrishna enter into a joint venture and 
agree to share profits and losses equally. Itis also agreed be- 
tween them that Amerchand should make purchases for the 
joint venture at Ahemedabad, where he resides, and consign 
the same to Balkrishna at Bombay. Accordingly Amerchand 
purchased goods worth Rs. 62,000 and sent them to Bombay 
and inso doing he had to pay Rs. 1,300 for insurance and 
Rs. 3,700 for carriage, freight and other expenses. 


Balkrishna reported after some time that he had sold 
some goods for Rs. 60,000 and the remaining goods could not 
be sold on account of bad market conditions. Amerchand 
and Balkrishna then handed over the unsold goods to a local 
merchant, Cowasji, at Bombay, who agreed to sell the goods 
on their behalf. Cowasji was to be paid all the expenses in 
that connection and was to be allowed a commission at the 
rate of 24 percent on the sale price of the goods sold. 
Cowasji after some time sent to Balkrishna a cheque for 
Rs. 4,500 after deducting his expenses Rs. 375 and commission. 
The sale price of goods sold by Cowasji was Ks 5,000. Cowasji 
returned the unsold goods to Balkrishna. Amerchand and 
Balkrishna then decided to close the joint venture, Balkrishna 
taking up the balance of the goods unsold which cost Rs. 25,000 
at a discount of 8 per cent. Balkrishna sent a statement of A/c 
to Amerchand showing the following payments made by him- 
Carriage Rs. 1,600, Office expenses Rs. 2,800; Insurance Rs. 2,500; 
office and godown rent Rs. 1,500; Brokerage Rs. 3,600, He also 
sent a chegue for Rs. 70,000 to Amerchand. You are required to 
prepare the necessary account or accounts in Amerchand’s 
ledger showing his share of profit or loss on the joint venture 
and the amount due to or by Balkrishna. 


Ex-3 (R. A. 1940) ‘ 


.  Bansi Dhar, Jagmohan Das and Banerjee operate in a tri- 
partite account in pig-iron and purchase 10,000 tons at Rs. 50 


i pi 
bi, ; Bie Say Be ee a ad 
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per ton, say Rs. 5,00,000 and for which they contribute as 
follows:— 


Bansi Dhar finds cash for ... Rs. 1,50,000 
Jagmohandas gives his acceptance for 3 months 

fos Rs. 2,05,000 
The discount on which is Rs. 9,000 


Rs. 2,00,000 
Banerjee, the balance in cash ... Rs. 1,50,000 





Interest is to be credited to each adventurer at the rate of 6 
per cent per annum from the date the money is found until final 
settlement, the Net profit or loss (after pnyment of the above in- 
terest) being allocated among them pro rata to the amount of 
capital each of them originally brings in. The pig-iron is held 
for 6 months and then realises Rs. 6,15,000 the venture resulting 
in a profit of Ks. 1,15,000. Divide this profit among the three, 
first crediting each adventurer with the interest due to him 
under the above agreement and carry out the above conditions, 


Ex-4 (R. A. 1943) 


A and B enter into a joint venture as dealers inland with 
effect from Ist July 1942. On the same day A advanced 
Ra. 90,000 and a plot of land measuring 9,000 square yards was 
purchased. It was decided to sell the land in smaller plots and 
a plan was got prepared at the cost of Rs. 1,000 paid by B. In 
the said plan 3 of the total area of the land was left over for 
public roads and the remaining land was divided into 6 plots of 
egual size. On lst October 1942 two of the plots were sold at 
Rs. 30 per square yard, the buyer deducting igs. 1,000 per plot 
for stamp duty and registration expenses, agreed to be borne by 
the sellers. The remaining plots were sold at the net price of 
Rs. 25 per sguare yard on 1-12-1942. The sale-proceeds of all 
the plots were received by A. After charging interest at 6 per 
cent per annum on the investment of A and allowing | per cent 
on the sale proceeds of the plots as commission to B, the net 
profit of the joint venture is to be shared in proportion of 2 to 
A and to B. Draw up the joint venture revenue account 

and personal accounts of A and B showing the balance payable 
by one to the other. 


Ex.5 (R.A. 1945) 


Jackson & Co. agree to send on Joint consignment account 
with Bird & Co., goods of the cost value of Rs. 10,000. Jackson 
_& Co. supply all the goods while Bird & Co., pay carriage and 

_ insurance etc., Rs. 420, General charges Rs. 150. Bird &Co., draw 
on the consignees Pitman & Co., at 3 months for Rs. 7,500, the 
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bill being discounted at.5 per cent and the proceeds remitted to 
Jackson & Co., on lst July 1944. The account sales was received 
by Bird &Co., on Ist January 1945 together with the net proceeds 
Rs. 6,300 who then remit to Jackson & Co., the amount due to 
them in final settlement. 


Prepare Joint Consignment Account dividing profits 3 
to Jackson & Co., and 3 to Bird & Co, and show the accounts 
in the books of both the parties. 

Ex 6. (Indian Inst. of Bankers, 1945) 


Motiram of Mysore enters intoa Joint Adventure with 
Nanabhoy of Nasik to ship cotton bales to Smutts in Africa. 
Motiram sends cotton to the value of Rs. 3,00,000 pays freight 
etc. Rs 15,000 and sundry expenses Rs.15,750. Nanabhoy sends 
goods valued at Rs. 2,07,500 and pays freight and insurance 
Rs. 12,000, dock dues Rs. 2,000; Customs charges Rs. 5,000 and 
other sundry expenses Rs. 5,000. Motiram advances to Nana- 
bhoy Rs. 60,000 on account of the venture. Nanabhay receives 
Account salesand remittance of net proceeds from Smutts in 
Africa for the whole of the goods amounting to Rs. 8,00,000. 

Show how these transactions would appear in the books of 
Nanabhoy of Nasik. 

Ex-7. (R.A. 1947) | 

N of New York sent to C in Calcutta goods to the value of 
dollars 600 and spents 64 dollars for freight and insurance and 
6 dollars for sundry expenses. The arrangement between them 
was as follows :— 


(1) N. was to receive interest on his outlay at 5 per cent 
per annum from the date of the arrival of the consign- 
ment at Calcutta to the date of the remittance; 

(2) The remittance was to be made by T. T. ; 

(3) C was to receive a commission of 4 per cent on the sale 
proceeds ; 

(4) The profit was to be divided between N and C equally. 

The consignment arrived at Calcutta on lst October 1945; and 
C spent on it the following sums: Landing charges Ks. 200 ; 
Godown Rent Rs, 160 and Fire Insurance Rs. 00. The consign- 
ment was sold at Rs. 5,000. C sent the dues of N on 15th Janu- 
ary 1946. Show the books of both N and C taking the exchange 
between Calcutta and New York at 5 rupees to the dollar. 
~ — €x-8. Land Company in Liverpool ship goods to B and 
Company of Bombay invoiced on lst October 1922. at £1,000, 
which includes freight and insurance £200. Their arrange- 
mentsare:— ~— 
(a) B and Company are to sell goods at the best possible 
price and to reimburse themselves their charges including 5 per 


cent commission on sale price, — 
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(b) Remittances to be made by T. T. 


(c) IL. and Company are to be allowed 6 per cent interes 
from date of invoices until date of remittance. : 


(d) Profits or losses as disclosed by the Liverpool Books 
are to be divided equally between the two parties. 


The goods arrive on 25th November 192% and Band company 
pay duty Rs. 1,250; Landing, Clearing and Godown charges 
Rs. 650: and sundries Rs. 150. The goods were sold on 28th 
Fubruary 1923 for Rs. 19,000 and remittance made on 14th March 
1923 by T. T. at 1/44. Show the Ledger accounts in Liverpool 
and Bombay and prepare the final debit or credit note to close 
the matter. Also prepare the Account sale to be sent to Liver- 
pool. (Total net profit £72-10-0). 


Ex-9. A and B doing business separately as building con- 
tractors, undertake jointly to build a building for a newly start- 
ed Joint Stock Company, for a contract price of Rs. 1,00,000 
payable as to Rs. 80,000 by instalments in cash and Rs. 20,000 
fuily paid shares cf the new Company. A Banking Account is 
opened in their joint names, A paying in Rs. 25,000 and B 
Rs. 15,006. They are to share profit or loss in the proportion 
of % and# respectively. Their transations were as follows:— 


Paid wages Rs. 30,00!'; Bought materials Rs. 70,000 ; 
materials supplied by A from his stock Rs. 5,000; Materials 
supplied by B from his stock Rs. 4,000; Architect’s fees paid by 
A Rs. 2,000; The contract was completed and the price duly 
received. 


The Joint Venture was closed by A taking up all the shares 
of the Company at an agreed valuation of Rs. 16,000, and B 
taking up the stock of materials at an agreed valuation of 
Rs. 3,000. Prepare the Joint Venture Account showing the 
profit or loss and the accounts of A and B showing the final 
distribution of each. (Total net loss Rs. 12,000). 


Ex-10. X and Y, two manufacturers, agree to lease and 
work a quarry for a period of five years from Ist January 1926. 
Under the terms of the lease they are liable for a royalty of 
annas two per ton extracted, with a minimum rent of Rs. 1,500 
per annum and have the right to recoup short workings during 
the periodofthelease. 

The following are the transactions for the year ending 31st 
December 1926:—- | 
_ X paid rentto 30th September 1926, Rs. 1125 ; paid water 

to 3ist March 1927 Rs. 159; paid Insurance to 3lst Decem- 
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Rs. 1,000 ; Y »aid into bank as capital 1st January 1926 Rs. 500 ; 
paid for materials Rs. 5,000; paid for wages Rs. 10,000. The 
following sums were drawn on joint Banking account during 
the year:— 


Sundry Expenses Rs. 981; Petrol, oil etc. 450. On 3lst 
December 1926 the following sums were outstanding : for Mate- 
rials Rs. 290 ; Wages Rs. 190. | , 


X supplied machinery valued at Rs. 1,000 and Y supplied a 
Motor Lorry valued at Rs.5,000. It was agreed that these 
should be treated as! part of the Capital introduced by X and Y 
respectively,and that the machinery and lorry would be taken 
back by each at the expiration of the period of five years at 
the values of Rs. 100 and Rs. 500 respectively. Allow 5 per cent 
interest on Capital. 


At 31st December 1926 it was found that the total output 
of 8,000 tons had been taken over by X and Y in the proportion 
of 1/7th and 6/7ths respectively. 


Prepare (1) “ Joint Venture with Y ” account in X’s books; 
(2)“‘ Joint Venture with X ’’ account in Y’s books; (3) ‘‘ Joint 
Venture Revenue ”’ account; and (4) Balance Sheet as at 31st 
December 1926. (Total of balance sheet Rs 8,855). 


Ex. Ll: (mnter-Commerce 1945). 


Das in Calcutta enters into a joint venture with Krishna 
in Madras to ship Jute Bales to Brown in Singalore. Das 
sends Jute to the value of Rs. 50,000; pay freight etc., of 
Rs. 2,500 ; and other expenses Rs. 1,200. Krishna sends goods 
valued at Rs. 40,000; pays freight and insurance Rs. 1,800; 
dock dues Rs. 300; Customs Rs. 900; and other expenses 
Rs. 400 Das advances to Krishna Rs. 10,000 on account of the 
venture. Krishna receive Account Sales and remittance of 
nett proceeds from Singapore for the value of the goods 
amounting to Rs, 1,20,000. 


Show how these transactions appear in the books of Dass 
and Krishna respectively. 





CHAPTER XIX. 


° Account Current 


The need for an account current arises out of tne need to 
charge or allow interest when one party receives large funds 
on account of another party and makes use of such funds fora 
time as in consignment accounts or when funds are provided by 
persons on account of a Joint Venture and interest is payable 
on such funds for the period they are in use. 


An Account Current is a statement in debit and credit form 
with two extra columns added on each side, by the side of the 
money column. One of these columns is used for entering the 
number of days and the second column is for entering the 
relative interest amount or relative product for each item. 


An Account Current is rendered by one to the other and if 
A is the party rendering the account to B, the statement will 
be headed “ B in account current with A”. 
illustrations. 


The following transactions took place between R. Menon 
and P. Rajan from 1st January to 30th June 1942 :— 


Rs. 

Jan. 1 Sold goods to B. Rajan fou 1,120 
10 Received his acceptance at 2 months for ... 500 

Feb. 15 Cash received from P. Rajan - 600 
Mar. 2 Bought goods of P. Rajan eal 3,750 
3 Accepted P, Rajan’s draft at 1 month for ... 1,000 
Api. 11 Cash paid to P. Rajan oo. 1,000 
30 Goods sold to P. Rajan due end of May _... 1,200 

May. 11 Bought goods from P. Rajan Se 750 
31 Sold goods to P. Rajan due 10th June os 1,100 

June 15 Bought goods from P. Rajan = 1,500 


_ You are required to make an Account Current to be 
rendered by R. Menon as at 30th June 1942 taking interest 
into account at 5 per cent per annum, and showing the actual 
working under each of the usual three co umns. _ 
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| SOLUTION :—The Bank Ledger is ruled in such a manner 
that a balance is struck after every transaction with the result 
that balance to the credit of a customer is immediately known. 


Account of Mr. M. Master. 








RT 





S—— 























Date Particulars. ee a ‘ bass Races ni tide 7 
pee ee St Se, eo ver ee Sets: 
July 1 | By Balanes BF, = |. 4120} 11 45,320 
1940 
12 | To Cheque ve-| 820 3,300 28 92,400 
Aug. 9 | To Cheque «| 480 2.820 3 8,460 
12 | By Cash = 1,140 3,960 37 ——s«|:«146,520 
“Sep. 18 | To Cheque | 120 3,240 | 16 | 19,440 
| _ 24 | By Cash os oa 860 4,100 | 19 | 77,900 
Oct. 13 |By Cash ; 11,140; 5,240 | 10 3 52,400 
23 ToCheque | 340 4,900 pete: 112,700 
Nov. 23 | By Cash — af | 580] 5480 Po ot 580 
— 16 | To Cheque * sr 3,700 | 55 | 129,500 
Dec. 21 To Cheque ~ : on 1,080 — 2,620 oe 1 | | 10,480 


s <x ° 
x Ge 4g te , 
ial P = — 
% c : oe 
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Illustration, | 
What is meant by the term’ Average Date’ in calculating 


interest ? 


The following is the current account of Mr. A in the books 
of Mr. B. ,of Calcutta. Find by means of ‘Average Date’, 
the interest payable or receivable by Mr. A at 6 per cent 
per annum to the 30th June. 


Mr. A’s Account 


: Rs. Rs. 
12th Jan. ‘To Cash 500 nd Feb. By Cash 300 
16th Jan. ss 300 =. 6th Mar. = 600 
28th Feb.  ,, 900 10th Apl. " 800 
4th Mar. ‘5 3,000 ith Apl. a 300 
2énd Mar. = 100 6th May. bi 2,900 
4th Apl. 3 800 6th June # | 2,500 
i Ae ,, 600 20th June _, | 1,000 
10th May 5 1,100 30th June By Balance 400 
Zist Mey ..,, 200 
6th June iy 700 
21st June a 200 


8,400 ) 8,400 


SOLUTION: 


Average Date is a mean date on ition all transactions in 
respect of a given account are deemed to have taken place in- 
| stead of on the different dates on which they have actually 

n carried out. The method followed is the same as the 

‘Product’ method. Instead of calculating interest on the 
| difference between the totals of credit products and debit 
- Wealucte,: this difference is divided by the balance of the 
account. - The result gives the number of days between the 
: be of the account and the average date. Interest is 

ted for these number of days on the balance of account. 
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Exercises on Account Current. 
Ex. .1.—(R. A.—7947). 


A firm received a consignment of 100 machines from a 
manufactuyer in the U.S.A. on the following terms :— 


1. The machines to be sold at the best price obtainable 
above Rs. 150. 


2. Selling commission to be 15 per cent. 


3. Any machines unsold at the expiry of three months 
after receipt to be taken over at Rs. 150 each and the account 
to be settled at the same date. 


4. Interest to be calculated at 5 per cent per annum. 


On the Ist January 1941 the goods were received and 
customs duty and clearing charges of Ks. 3,000 were paid. On 
the 8th January 1941, 10 machines were sold at Ks. 175 
each; on the 15th January 1941, 30 machines were sold at the 
same price; and on the 15th February 1941, 20 machines were 
sold at Rs. 160 each. 

Write up the consignments account and draw up an 
account sales to accompany the remittance to the SPE CAR 
Company. 


Ex-2. (R.A. 7945) 


3 Adamjee and Bomanjee did business, in partnership, 
sharing profits and losess, 3/5 and 2/5 respectively. On 30th 
June, 1943, Adamji retires when their Balance Sheet was as 


follows : — 
Balance Sheet as at 30th June 1943. 


Rs. 7 Rs. 


Adamijee’s Capital 12,600 Furniture 2,560 
Bomanjee’s Capital 6,400 Book-debts 26,500 
Creditors 14,000 Cash 4,000 


33,000 33,000 


a arranged that EWAditijes shall receive Rs- 10,000 for his 
ee ood pei and the furniture is to be taken at Rs. 3,000. 







a realised at an average date of 9 months subject to a 
300 by Ss at bad debts. 
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Adamjee was paid Rs. 5,000 on 31st July 1943; Rs. 5,000 on 
3ist December 1943 and Rs. 5,000 on 3lst March 1944. The 
final adjustment takes place on 30th June 1944, interest running 
at 5 per cent per annum. 


Show Adamjee’s account in Bomanjee’s books, using in- 
terest columns. 


Ex.-3. From the following particulars, make up an Account 
Current to be rendered by B. Brown to J. James as at 30th June 
1946. Interest at 5 per cent. per annum to be calculated on eact 
item separately : 


1946 {946 


Jan, 1 Balance owing by James April 10 Cash Received from 
to Brown Rs. $40 ames Rs. 200 
5 Cash received from 20 Goods sold to 
James 5, 200 James 4 350 
20 Bought goods from May 1 Goods sold to 
James », 130 James », 240 
Feb, 5 Cash received from 10 Cash received from 
James oe!) James acl 
25 Goods sold to James ___,,_ 108 31 Goods sold to 
Mar, 3 Cash paid to James », 100 James + 156 
31 Goods sold to James __,, 420 June 10 Cash received from 
| . James 125 
20 Goods sold to 
James , 40 


Ex. 4. (R. A. 1945.) 


Mr. X is in account current with Mr. Y and the following 
transactions have taken place between January 1 and 
April 30:— > 
Jan. 1. Received goods from Y Rs. 3,067 due end of 
Feb. l. 

Jan. 19.° Sold goods to Y Rs. 269 due end of April. 

Feb. 12. Received goods from Y Rs. 4,985 due end of 
March. 

Feb. 26. Accepted Y’s draft Rs. 3,500 at 2 m/d. 

Mar. 21. Received cash from Y Rs. 1,900. 

April 15. Received goods from Y Rs. 2,763 due end of 
July. | 

Prepare account curront to be rendered by Mr. X to 
Mr. ¥ as at 30th April reckoning interest at 4% per annum. 


CHAPTER XX 
Self-Balancing Ledgers. 


By this time the student should be able to grasp the great 
importance of balancing the accounts. Although the difference 
between the two sides of the trial balance may be small, it 
may be the outcome of more than one grave error. Where 
the business is small and accounts are few, itis not hard to spot 
the mistake. When the accounts are spread over a number 
of ledgers, the search for an error would involve an immense 
amount of labour and time, unless each ledger is made self- 
balancing. 


The procedure adopted is first to group the ledger accounts 
under three separate Ledgers: (1) Sales Ledger or Debtors’ 
Ledger, (2) Purchases’ Ledger or Creditors’ Ledger, (3) General 
Ledger or Proprietor’s Ledger to cover all accounts other than 
Debtors and Creditors accounts. 


: When so divided none of the three Ledgers will be self- 
balancing, but to make them so is easy. 


Debtors’ Ledger will have alldebit balances. If an account 

is inserted to show the total result of the ‘‘ Contra ”’ side of the 
daily transactions in respect to the ledger, that account will 
show a credit balance which will be equal to the total of the 
debit balances of all the Debtors’ accounts. This account will 
be styled: General Ledger, adjustment account in the Sales 
Ledger’’. But the principle of Book-keeping should not be 
violated under whatever circumstance. There must be another 
account that should be affected when the General Ledger 
Adjustment account in the “ Sales Ledger” is debited or 
credited. Therefore, an account is opened in the General 
Ledger under the style “ Sales Ledger Adjustment account.” 
This account in the General Ledger will show a debit balance 
equal to the total of the the Debtors’ debit balances. 


To construct the General Ledger Adjustment account in 
the Sales Ledger ’’ information on the following heads from 
different sources as indicated has first to be collected :— 

‘1. The total of the Debtors’ Ledger balances at the com. 
mencement of the period. This is obtained from the Debtorg’ 

Ledger. 
| 2. Total sales for the period to be obtained from the Sales 
Book and Cash Book. 


3. Total payment received cash and cheque to be ob- 
tained from ah Book, 
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- ie Total Bills Receivable received to be obtained from B/R 
ook. 


do. Total Kills dishonoured to be obtained from Cash Book. 
6. Total discount paid to be obtained from Cash Book. 


7. Total Returns and Allowances to be obtained from the 
RKeturns Inwards Book. 


8. Total Bad Debts to be obtained from the “ Bad Debts | 
Account ’’ in the Proprietor’s Ledger. 


Illustration. Mr. H. F. Kapadia decides to keep his Sales 
Ledger upon the “Self-balancing ” principle. Prepare the 
General Ledger Adjustment account ”’ to be incorporated in his 
Sales Ledger. The following information has been cbtained 
from his Books. 

1. On ist Jan. 1946 total Debtors’ debit balances were 
Rs. 12,542. 

2. Total Sales in the month of January, Rs. 21,608. 

3. Total goods returned by the customers during the 
month, Rs. 942. 

4, Total cash received from customers during the month, 
Rs. 15,621. 

5. Total discount allowed to customers during the month, 


Rs. 
6. Total Bills Received from customers during the month, 
Rs. 3,471. 
”%. Total Bills dishonoured by customers during the month, 
Rs. 542. 


Hints. The entries in the Adjustment account should be 
contra of the correct entries. 

Item 1.—Because the total balances are debit, the open- 
ing balance of the Adjustment account should be credit. 

Item 2.—The customers are debited for the sales; there- 
fore total sales should be credited to Adjustment Account. 

Item 3.—The customers are credited for Goods Returned. 
Therefore the value should be debited to Adjustment Account. 

Item 4.~-The customers are credited for cash received. 
Therefore the total receipts should be debited to Adjustment 
Account. 

Item 5.—The customers are credited for discount allowed. 
Therefore the total discount allowed should be debited to 
Adjustment Account, 
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item 6.—The customers are credited for Bills—received 
from them. Therefore their total should be debited to adjust- 


ment account, 


Item 7.—The customers 


will be debited for bills dis- 


honoured. Therefore their total should be credited to Adjust- 


ment Accoypnt. 





Sales Ledger 
General Ledger Adjustment Account 





Rs, | | .7aRs. 
Jan. |To Returns for the | Jan,1 By Balance at com- | | 
31 month Ses] 942 mencement 12,542 
,, Cash receipts 15,621 31 ,, Sales for the month, 21,658 
», lotal discount paid.! 968 » Bills dishonoured .. 642 
| ,, Bills received 3,471 ene ener 
,, Balance c/f 13,740 34,742 
| 34,742 | 
ats haem 'By Balance b/f 13,740 








The Contra of the above account will be the “ Sales Ledger Adjust- 
ment Account in the General Ledger. This account will be the correct 
‘reflection of the transactions entered into Debtors’ Ledger with the 
difference that monthly totals only are entered in this account. 


Evan if the Sales Ledger is not made self-balancing, the totals of the 
various items as given in the above illustration are posted to an account 
in the Genera! Ledger styled ‘‘ Tota! Debtors’ Account’, By whatever 
name the account is called, the postings will be the same. 


General Ledger. 
Sales Ledger Adjustment Account 














or 
Total Debtors’ Account 
| eee: (eee 8S Rs. 

Jan. 1To Balance at com-! 3l:'By Returns rs 942 

- mencement weo| 12,542 » Cash receipts ; Ae, 621 

31| ,, Sales for the month) 21,658 », Discount allowed 968 

_,, Bills dishonoured | 42 | » Bills received ...) 3,471 

i eg |», Balance c. f. act £3,740 
34,742 | | co! Seles 

vera sea cates ic 34,742 
Feb. " », Balance b/f. cae 13,740 | | (Saas os 


i ee eS 





Creditors Ledgers will | Rane all Seat ee To acs 


it self-balancing the * 
Creditors’ Ledger ”’ 
be a debit balance. 
styled as ° 


General Ledger Adjustment Account in 
should be contra and its final balance should 
Its counterpart in the General Ledger ig 
‘Bought Ledger Adjustment Account,’’ 
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Illustration. Following information has been extracted from 
the Books of H. F. Kapadia. Prepare therefrom “General 
Ledger Adjustment Account ’”’ to be incorporated in his Bought 
Ledger and ‘Bought Ledger and Adjustment Account” as it 
should appear in his General Ledger. 


1. Balance of sundry creditors as on lst January 1946, 
Rs. 18,500. 

Credit purchases during January Rs. 4,500. 

Paid to creditors during January Rs 9,875. 

Discount allowed by creditors Rs. 325. 

Accepted Bills Payable Rs. 1,500. 

Returns outwards Rs. 600. 

Allowances from creditors Rs. 150. 


See ie ae 


Hints :— 


Item 1.—Because the total opening balances in the 
Ledger are credit, the opening balance in the Adjustment 
Account should be debit. 


Item 2.—For the purchases made by us, the Vendors are 
credited and the Adjustment Account should be debited with 
the total. 

Item 3.—For payments made to creditors, they are debit- 
ed. The Adjustment Account should be credited with the 
total. 

Item 4.—For discount allowed by creditors, they are 
debited. The Adjustment Account should be credited with the 
total. | 

Item 5.—For Bills drawn by creditors and accepted by us, 
they are debited. The Adjustment Account should be credited. 

Item 6.—For goods returned to creditors, they are debit- 
ed. The Adjustment Account should be credited. 

Item 7.—For allowances received from creditors, they 
are debited. The Adjustment Account should be credited. 


Creditors’ Ledger. 
‘‘ General Ledger Adjustment Account ”’ 





, Rs. |jJan, Rs. 
Jan. 1/To Balance at com- | 31)By Cash payments 9,875 
mencement .. 18,500 », Discount 325 
31 ,, Purchases we) 4,000 » Bills payable 1,500 
» Returns |. 600 
| | ,», Allowances x 150 
», Balance c. f, | 10,550 


31'To Bal, B/f. | 10,550 


— oe 


23,000 | 23,000 





tt he 
ce 
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General Ledger. 
Creditors’ Ledger Adjustment Account 

















or 
Total Creditors’ Account 
Jan. | Rs. Jan. Rs. 
dL To Cash Payments...) 9,875 | 1 By Balance at com- 
|» Discount earned ...| ae0 4 | menoement .»s| 18,500 
» Bills payable >| 2,000 31) ,, Purchases 4,500 
|, Returns veg 600 | 
|, Allowances ..( 150 | 
om Balance o. f. ...| 10,050 | | 
| 23,000 | | 23,000 
ace | Base 
ee <, [By Balanoe bef s+} _10,550 
Exercises on Self-Balancing Ledgers. 
Ex.-1. (R, A. 1944). 
Krishna keeps his Bought and Sales Ledgers on “ Self- 


balancing principle.’”’ From the following particulars for the 
month of December 1943, prepare necessary Adjustment 


Accounts :— 


Rs, 
Sundry debtors (1-1-1943) 6,200 Returns outwards 
Sundry creditors (1-12-43) ... 2,500 Acceptances from debtors 
Credit purchases ... 10,300 dishonoured 
Credit sales .- 13,400 Discount allowed 3 
Oash received from debtors. 7,800 Bad Debts written off ... 
Returns inwards BN, 300 Cash paid to creditors .. 


Bills against credit pur- 
chases accepted 


Ex.-2. (Indian Institute of Bankers—1945). 


Rs. 
250 


The undermentioned particulars have been extracted from 
the Books of Typical-Accurate Company who keep only one 
Sales Ledger. Yor are required to prepare the relative Sales 
Ledger and Te Ledger Adjustments as on 31st December 


1944 :~.- 

Rs. A. P. 
ist January 1944 Debtors’ balances -». 28,494-12-6 
3ist Dec. 1944 Transactions for the year to date : 

Sales to debtors vee =608,421-10-8 
Acceptances returned dishonoured nae 550-0-0 
-. Sundry charges debited to debtors Me 29-4.6 
~ Cash received from debtors » 41,344.8.6 
Discount allowed to debtors ws 1,504-9.3 
_ Acceptances received from debtors pa 4,210-1-2 
Goods returned by debtors Ae 691-12.0 
- Bad debts written off sa 942-10-0 


0 he Fly Pees ; . 
ce ae e Mi: : ‘ 
TA Siaes y aves ne 1 ier iy. 
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Ex.-3. (Undian Merchants’ Chamber—1941). 


From the following particulars write up G. Framji’s Sales 
Ledger for the month of March 1940 and make it self-balancing. 
The debtors balances on Ist March 1940 were :— 


Rs. A, P, Rs. A. P. 
B. Bhagwandas 174-10.6 C. Kaliandas 500-0-0 
H. Haridas 205-1-3 N. Purushotam 132-5-3 
L. Laxmidas 159-1.6 


G. Framjis transactions for the month were as follows :— 


Re. As Pi 
March 3. Sold goods to B. Bhagwandas we =SB= al 
. 5 Received cash from Kaliandas coe 00. . Oy 
Be 7 Received cash from Bhagwandas ». 17410 6 
(discount Rs. 4-10-3) | 

9 Sold goods to H. Haridas 1000-0 
, ll Sold goods to Bhagwandas + loo 8 0 
, 1d Received cash from Haridas wee tits ere ieee 
, 17 Received cash from N.Purushotam .. 75 5 3 
» 19 Sold goods to Haridas ee 
sf 1 Sold goods to N. Purshotam mes ctae oa 
,, 24 Sold goods to N. Kaliandas vetidhy Bec8 
, 2% Received cash from C, Kaliandas ve 100-0 0 
, 29 Received cash from N.Purushotam ... 450 0 0 
, 98l Sold goods to L. Laxmidas ons: wy aes 

, ol Received cash from L. Laxmidas | 
(discount Rs. 10-1-3) we 2008 27 6 

Ex.-4. (Indian Merchants’ Chamber—1942). 


Retailers Ltd., keep three ledgers, viz., Debtors’ Ledger, 
Creditors’ Ledger and Genera! Ledger which are maintained on 
self-balancing system. The following is a summary of the tran- 
sactions with the debtors and creditors of the business for the 
month of March 1942. 


Rs, ? Rs. 
Debtors’ batances on Ist Mar, ’42. 40,000 Cash paid to creditors 24,690 
Creditors’ balances 46,250 Discount allowed by 
Credit sales 24,500 creditors 810 
Credit purchases 11,250 Returns outwards _—s_ 1,500 
Cash received from debtors 19,500 Returns inwards 2,195 
Discount allowed to debtors 500 Allowances to debtors — 680 


Bills Receivable received from Allowances by creditors 375 


debtors 7,500 


ills able drawn by creditors 
DHE PY accepted 3,700 


Bad debts written off 1,125 
Bills received dishonoured 940 
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Prepare total Debtors’ Account and Total Creditors’ 
Adjustment Account in the General Ledger and the corres- 
ponding Accounts in the Debtors’ Ledger and Creditors’ Ledger. 


Ex.-5. (Indian Merchants’ Chamber 1945). 

What do you understand by the system of Self-Balancing 
Ledgers? Explain very briefly. 

Bombay Stores Ltd., keeps its Sales Ledger on the self- 
balancing principle. From the following information for the 
month of March 1945 prepare the necessary Adjustment 
Accounts as on 3lst March 1945. 


Rs. 
Sundry debtors’ Debit balances on Ist March < 12,542 
Total goods sold to customers ee 21,658 
Total goods returned by customers ue 942 
Total cash received from customers a 15,621 
Total discount allowed to customers St, 968 
Total acceptances received from customers = 3,471 


Total acceptances dishonoured by customers vF 542 


Ex.-6, (R. A, 1946). 

What do you understand by Self-Balancing method in Book- 
keeping? Write up the Debtors’ Ledger Adjustment Account 
and the Creditors’ Ledger Adjustment Account as they would 
appear in the General Ledger from the following particulars: — 


Rs. 
Balanee of Sundry Debtors on Ist January sia 12,349 
do. Creditors do. iz 9,245 
Credit sales for the year F 98,246 
do. purchases for the year rey ca 76,763 
Cash paid to the creditors be Fe 35,612 
Discount Received from them ba 583 3,819 
Goods returned to them a sii 6,144 
Bills drawn on us and accepted edi ey 32,677 
_ Cash received from debtors - fae 51213 
Discount allowed to them ee dx 4,829 
Goods returned by them vii it 7,296 
Bad debts written off De = 2,312 
Bills accepted by them gi aa, SO, 217 
Allowances granted to them * 916 
Transfer from the debit of Debitors’ Ledger to 
Creditors’ Ledger tH, = 473 
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Ex.-7. (Indian Merchants Chamber 1946). 


From the following figures prepare Total Accounts of Sold 


and Bought Ledgers at 30th June 1946: 


Sold Ledger Balances Ist July 1945 - 
Bought Ledger Balances Ist July 1945 
Sales less Returns 

Purchases less Returns 

Cash Received 

Cash paid 

Discount allowed 

Discount Received 


Accounts settled by inter-Ledger 
Transfers 


Bad Debts 
Ex -8. (Chartered Accountants). 


‘1,204 15 
22,788 7% 
18,383 15 
21,113 0 
18,099 15 


RS.A.. P. 
4,783.11 11 


wo AE WO 


995 15 10 
438 10 5 


90 15 5 
292 12 9 


Prepare Bought and Sale Ledger Adjustment Accounts 


from the following particulars :— 





1915 = es eae 
Jan.1. Balances on Bought Ledger (Dr.) 87 14 3 
(Cr.) eet Fy Sey 
Balances on Bees. Rep (Dr.) ..o k 462, coed 
; . (Cr,) 2418 6 
Dec. 31. Paecien tas: . 6,518 18 11 
Purchases Returns ho “256-41 2 
Sales ... 8,749 0 8 
Sales Returns 2, 201g? ate 
Cash Received from Customers RO TGR Hea 4 
Discounts allowed thereon £5 35 09 BR BESS 
Cash paid to suppliers } 45 845 15 0 
Discounts received thereon | 166 4 8 
Trans.ers from Bought to Sales Ledges. 76 5 0 
Bills Receivable se ; — «A1Q ree 6 
Bille Payable 3 aiid oT be Ae | 995 10. DP - 
ee eee Leige, © puesaes (Dr) page ia THgy. bee abs 
at ES gO a sei he emsiamts te 


se: | 
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a ee aS. 


cis ig ha. (18 14 1 


ae 


p 4 % ; Q 
a ar 
a 7 





{ 


‘ = 
a 
¥ 


CHAPTER XxI 


Single Entry System. 


The term Single Entry is used in respect to a practice, 
where accounts are maintained only for Debtors and Creditors 
although the Cash Book and the usual Subsidiary Day Books 
may be maintained as in double entry Book-keeping. The 
practice is unquestionably defective because:—(1) No trial 
Balance can be extracted to verify the accuracy of the 
postings ; (2) No Trading and Profit and Loss Account can be 
prepared and therefore profits and losses cannot be accurately 
ascertained ; (3) No information can be obtained about the 
property and assets owned by the business. 


Ascertainment of Profits under Single Entry. 


In absence of a proper Profit and Loss Account, the only 
other way of determining profit or loss is by determining the 
capitals as at the beginning and as at the end of the 
accounting period. If the capital at the close is higher, the 
increase is the measure of profit; if the capital at the close is 
lower, the decrease is the measure of loss. If there have 
been any drawings during the period they are to be added to 
the capital atthe close; if there have been any additions to 
the capital during the period, they are to be deducted from the 
capital at the close. 


A Statement of Affairs.—Where accounts are kept by Single 
Entry anda statement is prepared to show the Assets and 
Liabilities of the firm, it is known asa Statement of Affairs. 
Assets are arranged on the right side. Liabilities in respect of 
Creditors and Bills Payable are shown on the left side. The 
difference between the total of the Assets and the total of the 
Liabilities is shown as :— 


“Capital being excess of Assets over Liabilities on date”. 


A Statement of Profit or Loss—For preparation of this 
- gtatement the capital at the opening of the period has to be 
2 ascertained first. A statement of affairs as on the closing date 
is prepared and capital as on the opening date is taken to 
account. If the statement shows a difference on the Libilities 

ide, it is on account of profit earned during the period; if the 
‘iit rence occurs on the assets side, it is on account of loss 
urred during the period, | 
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llustration 1~-(R. A. 7933.) 


A retail trader keeps his books on the Single Entry system. 
On the first of January 1932, his assets and liabilities were: 
Cash in hand Rs. 275, cash at Bank Rs, 3,300, Stock Rs. 5,500, 
Amounts receivable from customers Ks. 3,025, Furniture and 
Fittings Rs. 1,100; Sundry creditors Rs 7,260. His,assets and 
liabilities‘at the end of the year were as follows: Cash in hand 
Rs. 110; cash at Bank Rs. 4,730; Stock Rs. 4,950; Amount due | 
from customers Rs. 3,630; Furniture and Fittings Rs. 1,200; 
Sundry creditors Rs. 10,900. During the year he found that he 
had drawn out of the business Rs. 6,000. Of this sum Rs. 2,700 


had been spent by him for purchasing a delivery van fer the 
business, 


Prepare a statement showing his profit for the year and a 
Balance Sheet, after writing off 10 per cent depreciation on 
Furniture and Fittings and providing 5 per cent Reserve on the 
outstanding debtors for bad debts. 


SOLUTION : 
As on the opening date, excess of Assets over Liabilities 
on account of Capital comes to Rs. 5,949. 


Statement of Profit and Loss for the year ended 
| 31st December 1932. 














| | Rs, ° |A. | Rs. (A 
To Sundry creditors | 10,900 | 0) By Cash in hand 4 110 | 0 
_,, Opening Capital ... | 5,940; 0] ,, Cash at Bank we. 4,730 | 0 
», Balance c. d. .. | 3,780 | O| ,, Stock oe 4,950 | 0 
», Suudry debtors a 3,630 | 0 
| », Furniture and Fit- 
tings ~ 1,200 | 6 
| » Delivery Van sill 2,700 | 0 
| il ,, Drawings ‘Sexi 3,300 | 9 
~ 20,620 0 20,620 0 
, Reserve for Doubtful : | 
Debts zs 181 | 8] ,, Bal. B. D. | 8,780 | 0 
» Depreciation on | 
| | Furniture ... 110! OF 


, Net Profit Carried 
to Capital Account | 3,488 8) 
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on Single Entry system and their Balance sheet stood as 
follows on 3lst December 1944: 








Rs. | Rs. 
A’s Capital ba. Ek OUD Land and Buildings ... 12,000 
B’s Capital ae 18, UUU Machinery ae 8,000 
© s Capital a 10,000 Furniture Shas 2,000 
Sundry creditors TF 4,000 Stock ... 11,000 
Book Debts is 6,000 
Cash see 1,000 
40,000 40,000 





Se 


On 31st December 1945 their Ledger showed that Sundry 
Creditors amounted to Rs. 6,000 and the Book debts to 
Rs. 8,800, The cash on hand at that date was Rs. 1,200 and the 
Stock was Rs. 13,500. After taking into account the additions 
and the depreciation during the year, the partners agreed to 
value Land and Buildings at Rs. 13,000, Machinery at Rs. 10,000 
and Furniture at Rs. 2,500. 

An examination of the Cash Book showed that during the 
year A, Band O had drawn Rs. 2,500, Rs. 1,500 and Rs. 1,000 
respectively. It was agreed that each partners’ Capital Account. 
was to be credited with interest at 5 per cent and that the 
Capital Accounts of A and B who were working partners are to 
be further credited with Rs. 2,400 and Rs. 1,800 respectively. 

Prepare a Statement of Profit and Loss Aecount for the 
year 1945 and the Balance Sheet as at 3lst December 1945. 


SOLUTION: 
Statement of Profit and Loss for the year 1945. 

















Rs, 
To Sundry creditors oe eee 000 By Sundry debtors a | 8 800 
 ,, Capitals :—A .. 14,000 | ,, Cash | 1,200 
B we 12,000} ,, Stock 3 «| 13,500 
| C . 10,000; ,, Land and Buildings ...| 13,000 
,, Balance being profit o/d... 12, 0004 ,, Machinery .»+ 10,000 
» Furniture «| 2,000 
| », Drawings ve 5,000 
nao ee (eclealgdas seceeaiall 
54,000 54,000 
To eek on Capital A/os... 1,800 | By Balance b/d i | 12,000 
» Partners’ Salaries .. 4,200 | 
» Net profits — OS ee 7 
A—-} . wus 3,000 
B—1/3th w.| 2,000 ‘ 
C—1/6th eg 2080 | 
ot gs a Fis ee ee : si 0 ee ere aren ; ‘ lige 
12,000 | 12,000 
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Balance Sheet of Messrs. A, B and C as at 31st December 1945, 





LIABILITIKS. 
: | Rs. 
Sundry Creditors Ks 6,000 
Rs, 
Capitals :— | 
A~—Balance Ist Jan. 14,000 | 
Add interest ... 700 | 
», Salaries ... 2,400 
» Profits 3,000 
20,100 
Less drawings. 2,000 
17,600 
B—Balance Ist Jan, 12,000 | 
Add interest ... 600 
», Salaries ... 1,800 
», Profits 2,000 
16,400 
Less drawings... 1,500 
woe | 14,900 
C—Balanoe lst Jan. 10,000 | 
Add interest ... 500) 
» Profits 1,000 | 
11,500 | 
Less Drawings. 1,000 
——— | 10,500 
49,000 











om ee ee” 





ASSETS. 
Rs. 

Cash in hand ; 1,200 
Sundry Debtors 8,800 
Stock 13,500 
Furniture 2,900 
Machinery 10,000 
Land and Buildings 13,000 

49,000 


Note :—In the absence of separate figures of additions and depreciation 
the details of the Fixed Assets are not shown in the Balance Sheet. 


Illustration 3—([ntermediate Commerce). 


Dwarkadas keeps his books by the Single Entry System. 
His financial position as at December 31st, 1944, is as follows :-— 


Rs. 


Sundry Debtors ... 6,300 


Rs. 
Cash in hand 5 180 
Cash at Bank ree 24200 
Stock in Trade ove 99630 
Sundry Creditors ... 15,560 


During the year 


his household expenses ks: 


on his life policy. 


Machinery and Plant .. 15,000 
Fittings and Fixtures. 1,200 


1945 Dwarkadas drew from business for 
6,000 and paid Rs. 500 for premium 
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On 31st December 1945 his financial position stood as 
follows == 


Ks. Rs. 
Cash in hand ya eU5 Sundry Debtors _... 10,950 
Overdraft at Bank ... 7,500 Machinery and Plant 20,000 
Stock in Tfade ... 14,000 Fittings and Fixture. 1,200 


Sundry Creditors ... 21,000 


From the above particulars prepare a statement showing 
the profits made by Wwarkadas for the year ended December 
31st, 1945, and his Balance Sheet at that date. Write off 
depreciation on Machinery at 5 per cent per annum, on fittings 
and Fixtures at 10 per cent per annum. Allow interest on 
Capital at 5 per cent per annum (ignoring interest on Drawings) 


SOLUTION. 
Statement of Affairs of Mr. Dwarkadas as at 31st December 1944. 
































| 
Rs. Ly + RS, 
Sundry creditors ...| 15,560 |Cash in hand | 180 
Capital—being exoess of Cash at Bank ica | 8,200 
assets over liabilities. | 19,000 |Sundry debtors | 6,300 
Stock in Trade «| 9,630 
Fittings and Fixtures ose | 5 kee 
Machinery and Plant + | 15,000 
34,560 34,560 
Statement of Profit (1945), 
| Rs, Rs, 
To Bank overdraft oa 7,)00'} By Cash in hand id 225 
»» Sundry Creditors ne 21,000; ,, Sundry Debtors -» | 10,950 
,», Capital (1-1-1945) nee 19,000} ,, Stock in Trade a 14,000 
», Balance c/d ou 0,070 11 ,, Fittings and Fixtures... 1,200 
ERP »» Machinery and Plant ... | 20,000 
» Drawings = 6,500 
52,875 52,875 
To Interest on Capital ... | 950] ,, Balance b/d Ee 5375 
, Depreciation:-- | 
Machinery 5% 750 | 
Fittings and 
eee Fixturas 10% 120 ie 
,, Balance—being not | 
. profit, transferred to ie | 
- =e: ais Capital A/c 3,900 } 
et sot tan o9n4 * 5,375] apes 3 P GUC 5375 
2 Ghel todinone I x! Heche iv: ) bas ohare 
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Mr. Dwarakadas 
Balance Sheei as at 3lst December 1945. 














Liabilities. | Rs. Assets. Rs. 
Sundry Creditors :--- Cash in hand 225 
On open accounts 21,000. Sundry debtors 10,950 
Bank Overdraft 7,500 | Stock-in-trade +. | 14,000 
————  28,500|| Fittings and Fixturos 1,200 | 
Capital A/c Less Depn. at 10% 120 | 
Balance on ———- 1,080 
1-1-1945 19,000 | | Machinery and Plant 15,000 | 
Add Interest 950 ; Additions during | 
Add profits 3,000 — | the year 9,000 — 
23,505 | 17,005) 20,000 | 
Less Drawings 6,500 | Less Depn. at 5% on | 
——— Rs. 15,000 750 | 
—_——— 19,250 
| 45 505 45,505 





Se ee ere APD 





Note :—Depreciation is always to be calculated on the opening balance 
of a fixed Asset, ignoring additions and sale (sales) during the year. 


Illustration 4—(/ntermediate Commerce.) 

Ahmed, Balchand and Cawasji are in partnership sharing 

Profits and Losses in proportion of 4, 4 and ¢ respectively. The 

Books are kept on Single Hntry system, and their Balance 

Sheet stood as follows on 3lst December 1944. 
8 


’ Rs, 
Ahmed’s Capital 56,000 Land and Buildings --» 48,000 
Baichand’s Capital 48,000 Machinery ..- 32,000 
Cawasji’s Capital ie Rosa ue pen 

dry Creditors 6, stock «ith 

oe Book Debts 24,000 
Cash 4,000 
1,60,000 1,60,000 


On 3lst December 1945 their ledger showed that Sundry 
Creditors amounted to Rs. 24,000 and the Book Debts to 
Rs. 35,200. The Cash on hand at that date was Rs. 4,800 and 
the stock was Rs. 54,000. After taking into account the addi- 
tions and the depreciation during the year, the partners 
agreed to value Land and Buildings‘at Rs. 52,000, Machinery at 
Rs. 40,000 and Furniture at Ra. 10,000. | 

An examination of the Cash Book showed that during the 
year, Ahmed, Balchand and Cawasji had drawn Rs. 10,000 
ks. 6,000 and Rs. 4,000 respectively. 

It was agreed that each Partner's Capital Account was to 
be credited with interest at 5 percent and that the Capital 
Accounts of Ahmed and Balchand who were ;working part- 
ners were to be further credited with Rs. 9,600 and Rs. 7,200 

ectively. 
yoga pa a Statement of Profit and Loss Account for the 
year 1945 and the Balance Sheet as at dist December 1945, 


Messrs. Ahmed, Balchand and Cawasji 
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Statement of Profit and Loss for the year ended 3ist December 1945. 


ia 



































Rs. | Rs. 
To Sundry Creditors 24,000} By Land and Buildings ..| 52,000 
,, Capital at commence- | ., Machinery ..| 40,000 
ments Le ,, Furniture ..| 10,000 
Ahmed , 56,000. » Stock ew» | 94.000 
Balchand 48,000. ,, Book Debts | 95,200 
Cawsji 40,000 } ,, Cash 4,800 
|1,44,000) |, Drawings 20,000 
,, Balance efd 45,000 earceey 
eae 2,16,000 
2,16,000 ——--— 
», Partners’ Salaries 16,800) ,, Balance b/d 48,000 
,, Interest on Capital 7,200 
,, Net profits transferred to | 
Capital Accounts :— | | 
Ahmed 4 12,000 | 
Bhaichand 4 8,000 
Cawsji + 4,000, 24,000 
| 48,000]. 48,000 
Balance Sheet as at 31st December 1945. 
Liabilities. | Rs. Assets. | Rs. 
| 
Sundry Creditors 24,000 | Cash in Hand 4,800 
Capital Accounts :— | Sundry Debtors 39,200 
Ahmed lj Stock 54,000 
Balance on 1-1-45 56,000 | Furniture ...| 10,000 
Add salary 9,600 Machinery «| 4,00.00 
Interest 2,800 Land ond Buildings ...| 52,000 
Profits 12,000 | 
Less drawings 80,400 | 
10,000 | 
3 ——-— | 70,400 
Balchand— 
Balance On 1-1-45 48,000 
Add saiary 7,200 
», interest 2,400 
,», Profits 8,000 
65,600 
Less drawings 6,000 
——— | 59,600 
Cawsji— 
Balance on 1-1-45 40,000 
Add Interest 2,000 
», profits 4,000 
46,000 
Less Drawings 4,000 
) ———| 42,000 
1,96,000 1,96,000 


ail 


OR AIRE merger SAREE 


OT” EE WEEE sees 
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Preparation of Trading and Profit and Loss account, when 
accounts are kept by single entry. 


To give effect to such a proposal involves a scrutiny of the 
Cash Book and the Personal accounts of the Debtors and 
Creditors as maintained by the firm The scrutiny should be in 
the following order :— 


1. The proprietor of the business should be questioned as 
regards the various real assets owned by the business. There- 
after a Statement of Affairs at the beginning of the period should 
be drawn up to determine the balance of Capital on the opening 
date. The Total Debtors’ balances and the Total Creditors’ 
balances should be confirmed by extracting and totalling the 
relative balances from the Personal Ledger. 


2. If the various Subsidiary Books are maintained, all the 
impersonal accounts should be written up from such record. 


3. If Cash Book is the only Subsidiary Book maintained, 
the entries in the Cash Book and the Personal Accounts will 
have to be analysed to get out the necessary information. 

(a) Scrutiny of the Cash Book will reveal :— 
(1) Discount allowed and discount earned. 
(2) Cash Sales and Cash Purchases. 
(3) palarich Wages, Taxes, Postage, Stationery, etc., 
paid. 
(4) Commission, Interest, etc., earned. 
(5) Any real Assets bought. 
(6) The opening and closing balances of cash on hand 
and cash at bank. 
(5) Scrutiny of the Debtors’ Balances will show :-— 
(1) Opening and closing balances. 


(2) Sales made and payments received by cash. Bills 
Receivable and discount allowed. 


(3) Returns Inwards and allowances made to Debtors. 
(4) Bad Debts. 
(5) Dishonoured bills. 
(6) Transfers if any. 

(c) Scrutiny of the Creditors’ Balances will show :—_ 
(1) Opening and closing balances. 
(2) Purchases and payments made by cash, Bills pay- 

able, and discount earned. 

(3) Returns outwards and allowances made by creditors. 
(4) Dishonour or renewal of Bills Payable. 


(5) Transfers, ifany. — 
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After the scrutiny is complete, the opening balances as 
per the Statement of Affairs should be journalised and all 
impersonal accounts should be posted up in the Ledger anda 
Trial Balance should thereafter be extracted. 


Preparation of Trading, Profit and Loss Account and a 
Balance Sheet will be a matter of norma! routine thereafter. 


lilustration., 

H. F. Kapadia keeps his books by Single Hntry and he 
desires you to prepare a Profit and Loss Account for the year 
ended 30th September 1945 together with Balance Sheet as on 
that date. 


Upon analysis of the Cash Book for the year, you find the 
following, viz.:— 


Rg, Rs. 
Reosived from Trade Bank overdraft on Ist 
Debtors see 79,000 October ae 12,000 
Reseived from Cash Sales ... 45,000 Interest on above and Bank 
charges Rg 22d 
Personal drawings 42 6,000 
Manager’s salary ae O00 
Salaries to staff ise 28,500 
Genoral Expenses ose 83,775 


Paid to Trade Creditors a 45,000 
Balance on 30th September 


1945 at Bank ay x tro 
Balance on 30th September 
1945 with cashier ry 225 
1,20,000 “1,20,000 


EES OE yer 
EEN eee Ce SED 


His Capital on lst October 1944 was Rs. 1,05,000, Stock 

Rs. 27,000, Debtors Rs. 66,000, Furniture Rs. 3,000, Business 
Premises Rs. 45,000, and Creditors Rs. 24,000. On 30th 
September 1945, his stock was Rs. 30,660. Debtors Rs. 90,000. 

_ Furniture Rs. 3,000, Premises Rs. 45,000 and Creditors Rs. 16,500. 


From the above figures, prepare Final Accounts after 
writing off 5 per cent on Furniture, Rs. 3,000 for Doubtfal Debts 
and 5 per cent Interest on Capital. 


SOLUTION : | | 
_ _Note:—In order to ascertain the amount of Credit Purchases 
during the period, the creditors at the close and the payments 
_ made to the creditors during the period are added and from the 
esas : . 
am | — ROJA MUTHTAH 
47, HOSPITAL STREET 


ver ¢ 1 
< To iecee a 7 BS oe, ieee we ww os mee ns 
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total the amount of opening balance of the creditors is deduct - 
ed. The credit sales are determined by adding the amounts 
recovered from the debtors to the debtors at the close of the 
ee and deducting from the total, the debtors at commence- 
ment, 


Ledger of H.F. Kapadia. 


Trading and Profit and Loss Account. 
For the year ended 80th September 1945. 


2 = 4 : = cS — —s ee 




















Rs, 
To Stock on 1st October By Sales .2-/1,44,000 
» Purchases ,, stock, 30th September | 
», Gross Profit c/d 1945 ... 30,660 
1,74,660 1,74,660 
, Salaries to Staff + | 22,900 » Gross Profit B/d .. 1,10,160 
4 ' Manager’ s Salary |) 3,000 
», General Expenses a > 28,793 
,, Lnterest and Bank | 
charges 225 
,, Reserve for Bad debts 3,000 
,, Depreciation on furniture 150 
,, Lnterest on Capital 5,250 
,, Net profit transferred to | 
Capital Account ...| 52.260 
1,10,160 1,10,160 





Balance Sheet of H. F. Kapadia 
As at 30th September 1945 








Sa St 





LIABILITIES. Rs. _ ASSETS. | Rs. 
Sundry Creditors .... 16,500 | Cash in hand 225 
Capital Account :--- Rs, Cash at Bank 7,275 

Balance lst Oct. Sab masa 5 
1944 .. 1,05,000 Sundry debtors . 90,000 
Add Tnterest ... 9,200 Less Reserve for 
Add Profit . 92,260 Doubtful debts 3,000 
YR Pars | -——— 87,000 
1,62,510 Stock ...| 30,660 
Less Drawings ..-  6,0001,56,510] Furniture + 3,000 
bescicecababie Less 5 per cent de- 
preciation ase 150 
———| 2,850 
| Business Premises ---| 45,000 
1,73,010 | 1,73,010 





ee ee ne aoe 














Se Oe ee 
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Exercises on Single Entry. 


Ex-l. (Indian Institute of Bankers, 19389). 
A. Dinshaw keeps his books by Single Entry. His state- 
ment of Affairs on 3lst December 1937 was as follows :— 


LIABILITIES. Rs. ASSETS. Rs. 
Sundry Creditors we 30,400 Building ». 00,400 
Bills Payable sa 44,000 Plant and Machi- 

Capital .. 62,000 nery ... 29,400 
Stock ... 8,000 

Sundry Debtors ... 17,600 

Bank soo: €,000 

Cash ae 2 U0 

1,13,400 1,13,400 








His Ledger Balances on 3ist December 1938 were as 
under :— 


Building Rs. 61,000; Piant and Machinery Rs. 33,000; 
Stock Ks. 17,500 ; Sundry Creditors Rs. 45,800 ; Sundry Debtors 
Rs. 24,000; Bills Payable Rs. 16,240; Bank Rs. 12,700, Cash 
Rs. 1,440; Drawings Rs. 4,400. 


Prepare a statement showing the result of the trading 
during the year. 


Ex-2. (ndian Institute of Bankers, 19417). 


A retail trader keeps his bocks on the Single Entry system. 
On the Ist January 1940 his assets and liabilities were :—Cash 
in hand Rs.275; Cash at Bank Rs. 3.3003; Stock Rs. 5,500; 
Amounts reséivable from customers Ks. 3.025; Furniture and 
Fittings Rs. 1,100; Sundry Creditors Rs. 7,260. His assets and 
liabilities at the end of the year are as follows :—Cash in hand 
Rs. 110; Cash at Bank Ks. 4,780 ; Stock Rs. 4,950 ; Amount due 
from customers Rs. 3,639 ; Furniture and Fittings Rs. 1,200 ; 
Sundry Creditors Ks. 10, 900, During the year he found that 
he had drawn out of tire business Rs. 6,000. Of this sum 
Rs. 2,700 had been spent by him for purchasing a delivery van 
for the business. 


Prepare a statement showing his profit for the year and a 
Balance Sheet after writing off 10 per cent depreciation on 
Furniture and Vittings and providing 5 per cent Reserve on the 
Seeding debtors for Bad debts, 
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Ex-3—(Indian Merchanis’ Chamber-~1943). 


Ramachandra keeps his books by the Single Entry method, 
His position on 31st December 1941 was as follows :— 


Rs. Rs. 
Cash in hand ot te Stock-in-trade ... 642 
Cash at Bank es. Macninery and Piant... 981 
Sundry debtors inet hel Sundry Creditors inane 


Fixtures and Fittings ... 89 


During the year, Ramachandra withdrew from the busi- 
ness, for private purposes, the sum of Rs, 480. On 31st December 
1942 Ramachandra’s position was as follows :— 


Rs. Rs. 
Machinery and Plant... 1,350 Fixtures and Fittings ... 80 
Sundry Debtors neectoe Stock-in-trade wae 900 
Cash in hand Sheer! 5 Bank overdraft ..2 000 
Sundry creditors ... 1,400 


From the above prepare a statement showing the profit 
made by Ramachandra for the year ended 31st December 1942, 
No Depreciation need be written off any of the Assets, and no 
provision for Bad and Doubtful Debts is necessary. 


Ex, 4.—-([ndian Institute of Bankers, 1946). 


_ Mr. Easy-going keeps his books by the “Single Entry ”’ 
method. His position on 3lst March 1945 was as follows :— 


Cash in hand Rs. 200; Cash at Bank Rs. 3,000; Stock-in- 
hand Rs. 20,000; Sundry Debtors Rs. 8,500; Furniture and 
Fixtures Rs. 1,800; Machinery and Plant Rs. 15,000; Sundry 
Creditors Rs. 22,000. During the year Mr. Hasy-going intro- 

duced Rs. 5,000 as further Capital in the business, and with. 
drew Rs. 750 per month. 


On 31st March 1946 his position was as follows :— 


Cash in hand Rs. 300; Cash at Bank Rs. 2,000; Sundry 
Debtors Rs. 14,000; Stock-in-Trade Rs. 19,000; Plant and 
Machinery Rs. 27,000; Furniture and Fixtures Rs. 1,500; 
Sundry Creditors Rs. 29,000. 


From the above, prepare a statement showing the profit or 
logg made by him for the year ended dist March, 1946, 


“ . ee oy a tS os 
et : eg oh = 
a : " Li ro re SOY x oot ai ee : 
7 @ o a -- rob “ “i + ro i . 
5, SN ag, ¥ sapere he ee RA oe ar ‘ 
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Ex. 5.—(R. A. Examination, 1947). 


Mr. Bhuddhu Ram keeps his book on the Single Entry system 
and from them and the particulars supplied the following 
figures were gathered together on 30th June last :— 


Book Debts Rs. 5,000; Cash in hand Rs. 10; Stock-in-trade 
(estimated? Rs 3,000; Furniture and I'ittings Rs. 600; Trade 
Creditors Rs. 2,000; Bank overdraft Rs. 990. Mr. Buddhu Ram 
stated that he started business onthe Ist of July with cash 
Rs. 3,000 paid into the Bank, and stock valued at its. 2,000. 
During the year he estimated his drawings to be Rs. 1,200. 


You are required :—-(1) to prepare a statement showing the 
profit for the year after writing off 10 per cent depreciation on 
Furniture and Fixtures and (2) to give the journal entries 
necessary to start Mr. Bhuddhu Ram’s Books of Accounts on 
the Double Entry System, from the date given above. | 


Ex-6.—(R. A. 1941) 


A trader asks you to prepare a Balance Sheet and Profit 
and Loss Account for the year ended 3lst December 1940. He 
has kept no books of account but his system is as follows :— 


He keeps copies of all invoices in respect of credit sales 
and marks each copy with the date of payment. He does not 
keep copies of cash memos but informs you that all takings 
both cash and credit are paid into the bank, except that he 
occasionally withholds certain sums both for personal use and 
for petty cash expenses, which he notes in a note Book. 


Analysis of the Pass Book reveals the following :— 


| ; Rs. 
Total amount paid into Bank vee 452650 
Expenditure :— Personal drawings ny 3,000 
Purchases o» 309,400 
Salaries tue? ee OUU 
Rent Seki a eee 
Electric lights we 350 
Printing and Stationery we 200 
Advertising te, 450 


The cash at Bank at 31st December 1940 was Rs. 400, The per- 
sonal drawings shown in the note book amount to Rs. 1,200 and 
for Petty Cash Rs, 300, | 
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_ Serutiny of the copy of invoices shows that Rs. 3,350 was 
paid into the Bank during 1940 in respect of 1939 sales, and that 
Rs, 4,675 is outstanding in respect of 1940 sales, exclusive of 
four bills totalling Rs. 425 which have been marked “ Irre- 
coverable’’. Liabilities were :— 


31st Dec. 1939 dlst Dec. 1940 
Rs. Rs. 
Purchases .. 2,400 3,000 
Rent ta 3 TBO 100 
Electric Light... 20 15 
Advertising aa 250 


The Stock at 31st December 1940 was Rs. 3,500 (at cost) 
but the trader has no record of the stock at 31st December 1939. 
He informs you however, that he invariably sells his goods at 
cost plus 333 per cent. 


Prepare the Balance sheet and Profit and Loss Account. 


Ex. 7—(R. A. 1948). 


Mr. Eden who keeps his books by Single Entry instructs 
you to prepare his Balance Sheet as on 3lst December 1942 
together with the Trading and Profit and Loss Account for the 
year ending on that date. 


Upon analysing his cash book for that period you find the 
following, viz., 


Ks. Rae 
Bank balance, Ist Jan. 1942 ... 4,350 Advertising de 330 
Eden's drawings vee «0,920 Received from Trade debtors 38,400 
Paid to trade creditors ... 27,100 bills receivable realised 12,000 
Paid bills payable .. 9,300 Commission received ge t- ee 
Wages ... 14,000 Cash sales --- 8,600 
Salaries ... 6,500 Bank overdraft, 31st Decem- 
Rent and Taxes ... 4,400 1942 oe =: 80 
Insurance a 800 
Carriage "eee = 800 


Mr. Eden’s Capital at lst January 1942. was Ks. 41,650, 
Particulars of his other assets and liabilities are as follows :— 


Ist Jan, 1942. 3ist Dec. 1942, 
Rs. Rs. 

k on hand as 18,300 23,400 
pita - ve :12,000 14,000 
Creditors a 9,000 1,500 
Bills Receivable | we 4,000 5,000 

Bills payable See 1,000 200 


pulldmg ve 42,000 12,000 
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Reserve Rs. 1,450 for doubtful debts and write off 5 per cent 
depreciation on building and furniture. Rs.3,000 are outstand- 
ing for wages and Rs, 1,200 for salaries. Insurance has been 
paid in advance to the extent of Rs 250. Provide Rs. 700 for 
Legal expenses. 


Ex. 8—(R. A. 1944). 


Rama commenced business as a cloth merchant on Ist 
January 1943 with a capital of Rs. 10,000. On the same day he 
purchased Furniture and Fittings for cash Rs. 3,000. From the 
following particulars obtained from his books kept by Single 
Entry you are asked to prepare Trading and Profit and Loss 
account for the year ending 3lst December 1943 and a balance 
sheet as on that date. 


Rs. 
Sales inclusive of cash re 17,000 
Purchases (inclusive of cash Rs. 4,000) px 19,000 
Rama’s Drawings ois 1,200 
Salaries of staff * 2,000 
Bad debts written off mae 200 
Business expenses ae 700 


Rama took cloth worth of Rs. 500 from the shop for private 
use and paid Rs. 200 to his-son but omitted to record these 
¢ransactions in his books. On 3lst December 1943 his sundry 
debtors were Rs. 5,200 and sundry creditors Rs. 3,600. Stock in 
hand on 3lst December 1943 was Rs. 6,500. 





ee 


CHAPTER XXII. 


Accounts of Athletic and Sports Clubs, Charitable and 
Educational Institutions, Hospitals, Libraries, Non—Trading 
Associations and such others. 


The chief object of such Bodies is to supply a want and not 
to work for profit. They present periodical accounts to their 
members in the form of " Receipts and Payments Account’ to 
show the cash position and in the form of “Income and 
Expenditure Account”’ to show their revenue position. 


Receipts and Payments Accounts—It is a summary of cash 
receipts and payments extracted from the cash book. It does 
not include any outstanding item of income or expenditure of 
the nature of either capital or revenue. It starts with the 
opening balance of cash and closes with balance of cash at the 
end of the period. It may include receipts and payments 
appertaining to preceding or succeeding period. It only shows 
the cash position. 


Income and Expenditure Account—This account serves exactly 
the same purpose as the Profit and Loss Account in a Trading 
concern. It includes items of income and expenditure of 
“ Revenue’ nature only; and that too for the period of account 
only. Every income whether received or accrued and every 
expense whether paid or outstanding is included. Income items 
are placed on the credit side and expenses are placed on 
the debt side. The difference between the two sides is either 
a surplus or a deficit for the period of account and is merged 
with the Capital Fund. 


An “Income and Expenditure account’’ is always accom- 
panied by a relative Balance Sheet. 


Hints for preparing an Income and Expenditure Account out of 
Receipts and Payments Account. 

1. The opening and closing cash balances should be 
excluded, | 

9. Allitems of Capital Receipts and Payments should be 
excluded, —— 

3 Allitems of revenue and expenditure on account of 
preceding or succeeding period should be excluded, 

4. Provision should be made for expenses incurred but not 
paid and for income earned but not received, 

5. Items such as Bad Debts, Depreciation, etc., should be 


included, eee: | 


#5 Sah; ‘ afet ~ z 
“ ae ee, PG ho ad ad 
if ey OS OR oe ie en 
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Illustration 1—(R. A. 7935). 


The following is the Receipts and Payments Account of 
the Gymkhana Olub for the year ending 31st December 1934. 


Receipts and Payments Account for the year ending 
31st December 1934. 














| 
Receipts. |. Rs. | Payments. i : Rs. 
To Balance Ist Jan. 1934 ...| 150 | By Rent +} 2,600 
, Mntrance Fees wea 275 | ,, Stationery, Expenses etc, | 1,534 
» subscriptions 1933 sa8| 100 | ,, Wages soo | 2,000 
do. 1934 | 8,450 | ,, Billiards Table st |. -byvou 
do. 1935 | , Repairs and Renewals ... 403 
(in advance) ... | 150 | ., Interest wae] 750 
» Looker rents ng, | 250 , Balance on 31-12-1934 ...; 1,198 
», Special subscription for | | 
Se ecre party ihe 1,420 |. 
\—-~———| Total eee | 11,100 
Total ses] E200 Sie? 
,, Balance wad: 1,198: | 


Locker rents Rs. 30 referred to 1934 and Rs. 45 is still 
owing. Rent Rs. 650 pertained to 1934 and Ks. 650 is still due; 
Stationery Expenses, etc., Rs. 156 related to 1933; still owing 
Rs. 182; subscriptions unpaid 1934 Rs. 234. Special subscrip- 
tion for Governor’s party outstanding Ks. 275. 


From the above information you are required to make out 
an Income and expenditure Account of the Club for the year 


ending 31st December 1934. 














SOLUTION :— The Gymkhana Club. 
Income and Expenditure Account for the year ended 31st December 1934. 
. . 
| Rs. fae 5 
To Rent .. 2,000 | By Entrance Fees “a4 275 
», Stationery Expenses 1,560 », Subscriptions ..| §,684 
», Wages »..| 2,665 » Locker Rents As 265 
» Repairs and Renewals ... 403 13 Special subscription for | 
», interest | - 750 Governor’s party .-| 2,000 
_ ,, Exoess of Income over | | 
Expenditure ..| 9,246 | 
ee |—-— —— 
11,224 | 11,224 


meen RE gre [wenn ee ee 


ae Note —If desired the amount of special subscription for Governor's party 
2,000 may be kept out of the above account as this is a receipt for a 


) 3700 : © purpose. 


y-.¢ 
ay BT a 
ter * 
A 
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Illustration 2.—From the following particulars which relate 
to Y.M.C.A. Commercial and Literary Society, prepare a 
Receipts and Payments Account, an Income and Expenditure 
Account and a Balance sheet as at 31st December 1945. 


Balance Sheet as at 31st Dec. 1944. 








| 

LIABILITIES. Rs. ASSETS, oc le 
Outstanding creditors ave 425 | Cash at Bank » 3,000 
Capital Fund :—- Government Securities os 10,000 
Excess of Income over Accrued interest an 125 
Wxpenditure ..§ 15,575 | Outstanding subscriptions ... 400 
Library Books sé) 080 
Furniture and Tittings wt BES 
16, 000 16,000 


A ORT OR ee ee 


The transactions for the year 1945 were (ities anotyal from 
subscriptions Rs. 2,590; Proceeds received from entertainment 
and lectures Rs. 1,000 : Received from Interest on securities 
Rs. 475; Entrance fees received Ks. 500; Sale proceeds of old 
chairs Rs. 75; Paid for rent Rs. 600; for Printing Rs. 150; for 
Advertising Rs. 200; for Petty disbursements Rs. 55; and for 
Purchase of Government Securities Rs. 2,500. Paid for Out- 
standing Creditors Rs. 425; for Furniture Ks. 400; for Library 
Books Rs. 300; for Cost of Entertainment Rs. 750. 


On 31st December 1945 the following Liabilities were out 
standing : for Printing Rs. 75 and for Rent Rs. 100. 

There were also outstandings on account of Interest on 
Securities Rs. 150 and Subscriptions Rs. 325. 


SOLUTION. Receipts and Payments Account. 
For the year ending 31st December 1945. 











RECEIPTS. Rs. | PAYMENTS. Rs. 
To Balance of Cash on Ist | By Capital Expenditure :— 
January 1945 ft oO 000 Government securi- 
To subscriptions received . 2,900 ties sap i. Sy 
Proceeds from entertainment Furniture UU 
and lectures’ - ..| 1,000 Library Books 900 
Entrance fees sae) <= B00 ———}| 3,200 
Interest on securities ae 475 | By outstanding creditors ... 425 
To Sale proceeds of old | ,» Hxpenses paid: 
chairs dee 75 Rent = OO 
Printing 150 
Petty disbursements By) 
Advertising onct WUE 
Cost of entertain- 
ment 542 oe 
1,755 
», Balance of cash on 31st 
December 1945 aee| - S170 
7,590 G. | 7,550 
(are eee wee ee 
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Income and Expenditure Account. 
For the year ending 31st December 1945. 


i —— 














EXPENDITURE. | Rs. INCOME. Es. 
To Expenses :— Rs. By Subscriptions 2,420 
Rent ° 1700 », Entrance Hees ont 500 
Printing wee 220) ,, Proceeds from Entertain- 
Advertising ... 200 ments and Lectures... 1,000 
Cost of Entertain- | » Interest on Securities ... 500 
ments we $00 
Petty disbursement... 55 
——| 1,930 
» Exoess of income over | 
Expenditure Sil ian ep4e 
4,425 4,425 


Balance Sheet of Y.M.C.A. Commercial and Literary Society 
as at 3lst December 1945, 




















LIABILITIES. Rs.) Rs. ASSETS. Rs. 
Outstanding creditors :— Cash seat» Opkee 
For rent — sa 100 Government Securities | 12,500 
For Printing... 75 Accrued Interest ae 150 
: a aoa 175 | Qutstanding subscriptions ... 325 
- Capital Fund :— Library Books ..-| 1,300 
Balance from last Furniture and Fittings ...; 1,800 
year sive Lowe =a 
Add excess of in- 
come over Ex- 
penditure this 
vear a ,495 
a "18,070 
18,245 18,245 
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Exercises on Income and Expenditure Account and 
Balance Sheet 


Ex-1. (Indian Institute of Bunkers 1945). 


| Given below is the Receipts and Payments Account of the 
kadian Banks Gymkhana for the year ended 3lst December 
1944 :— 





RECEIPTS. Rs. PAYMENTS. Rs. 
To Donation account 5,000 By Buildings ... 40,000: 
,, Reserve Fund, being Life » HWxpenses incurred on 
members’ fees and Pentangular matches. 900 
Entrance Fees received. 4,000 ,, Furniture ; 2,100 
,» Pentangular Match Fund, ,, Revenue Pay- 
being amounts received ments -— 
for meeting expenses of Salaries Rs. 1,800 
the specific matches . 10,000 Crick et .. 600 
» Revenue Receipts :— Tennis .. 940 
Subscriptions (fees Insurance (paid 
including Rs. 100 up to the year 
for 1945 Rs. 3,200 ending 30th 
Lockers Rent ... 100 September 1945). 360 
Tnterest on securi- Gardening 2 20 
ties os) PEO Printing, etc. ... 30 
Cricket 400 Telephone 300 
Tennis 350 Sundries 100 
Billiards . 200 3,900 
Sundries tes 50 » Lnvestments (at cost) .. 18.000 
——— 4,400 ,, Balance vy 3,000 
68 ,400 


68,400 





tee 


Subscription fees outstanding for the year 1944 Rs. 300; 
Salaries unpaid for December 1944 Rs. 170. 

Prepare from the details given an Income and Expenditure 
Account of the'Gymkhana for the year ended 3lst December 
1944 and the Balance Sheet as on that date. 

Ex. 2—(R. A. 1939). 


The following is the Receipts and Payments Account of the 
Bombay Sports Club for the year ending 3lst December 1938;:— 





RECEIPTS. PAYMENTS. 

Rs, Rs, 
To Balance 1-1-1938 300 By Rent 5,200 
, Entrance Fees 550 », Stationery, Expenses ate 3,068 
" Subscriptions 1937 200 » Wages as 5.330 
P. do. 1938 16,900 aH Billiards Table ...  $,900 
do, 1939 in advance 300 »y Repairs and Renewals 806 
, Locker rents HS 500 ,, Interest x’ 26,500 
, Special subseription for. » Balance 3lst Dec, '38 ... 2,096 

Governor’s party 3,450 

Rs. ... 22,200 Rs. ... 22,200 
2,396 ae 


To Balanéé et 
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Locker rents Rs. 60 referred to 1937 and Rs. 90 is still 
owing ; Rent. Rs. 1,300 pertained to 1937 and Rs. 1,300 is still due, 
Stationery Expenses, etc., Rs. 312 related to 1937, still owing 
tg. 364 ; Subscriptions unpaid 1938 Rs. 468; Special subserip- 
tions for Governor’s party outstanding Rs. 550. 

From the above information you are requested to make out 
an Income and Expenditure Account of the Club for the year 
ending 31st December 1938. 


Ex, 3—-(R. A. 7943). 


The following is the statement of Receipts and Payments 
of the Charity Eye Hospital for the year ending 31st December 
1942 :-— 


RECKHIPTS, PAYMENTS. 
Rs. Rs. 
Opening Balance :— Furniture Purchased aa 100 
Cash bse 500 Salaries 23,000 
Bank .- 8,000 Instruments purchased ... 500 
Govt. Securities .» 1,80,000 Diet expenses 2,000 
Receipts :— Surgery and Dispensary .. 1,000 
Subscriptions 29,000 Rent and Taxes ee 500 
Interest 9,000 Insurance ‘ae 200 
Donations 4,000 Office Expenses ne 700 
Miscellaneous dys 300 Miscellaneous Expenses ... 100 
Closing balance— 
Cash vel 700 
Bank -- 18,000 
Govt. Securities .-- 1,80,000 
Rs, ... 2,26,800 Re. ... 2,26,800 


You are asked to prepare the Income and Expenditure 
Account for the year and the Balance Sheet as on 31st Dec. 
1942. The Assets on Ist January 1942 were : Furniture Rs. 2,000; 
Land Rs, 50,000, Buildings Rs. 1,50,000 and Instruments Rs. 3,500, 
Write off depreciation at 23 per cent on Buildings, 6 per cent on 
Furniture and 20 per cent on Instruments. The Government 
Securities of the face value of Rs. 2 lakhs cost Rs. 1,80,000 
represent investments of Endowment Fund. The subscription 
received include Ks. 10,000 for the year 1941 but Rs. 7,000 are 
outstanding for 1942, Salaries include Rs. 1,000 for 1941 but 
Rs, 1,500 is payable for 1942. Interest include Rs. 2,000 for 194] 
but Rs. 2,300 is outstanding for 1942, 
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Ex. 4(R. A. 1944), 


The following is the published account of the Victoria 
Charity Hospital :— 


Balance Sheet for the year ending 3ist December 1943. 


Rs, Rs, Rs. 

To Donations— By Buildings 33 3,000 

Endowment Fund 3,000 » Cash Certificates ... 2,000 

General Fund 2,000 », salaries fe & 500 

—~_—-—— 5,000 », Repairs 100 

;, Subscriptions 1,000 , Dispensary Expenses 200 

», Interest 200 ,, Surgery Expenses ... 200 

», sale of Securities 1,000 ,, Stationery : 75 

,, Government Grant-— » Postage = 50 
Recurring 2.000 » Balance (net profit 

Special 1,000 for the year) oe 3,479 

——— $3,000 
10,200 10, on 


SS EF eee 


What criticism have you to offer on the above? 


Ex, 5—(R. A. 1945). 


The fellowing so-called Balance Sheet is submitted to you 
by the Secretary of the Alpha Social Club of which you are the 
President. You ascertain that no Bank Account was kept and 
that the moneys of the Club were not kept separate by the 
Secretary, but presumably mixed up with his own private cash. 
Draft the accounts in the form in which you would like them 
to present before the members of the Club who are not to be 
satisfied with merely a Cash Account :— 


Alpha Social Club. 
Balance Sheet for the year 1944. 


RECEIPTS. EXPENDITURE, 
Rs. Rs. 

Opening Balance » 7%) Rent and Expenses -- 204 
Arrears of subscriptions ... 11 Salary of clerk ie DOSS 
Subscriptions (current year) .. 164 Cost of Charity Show Ti wed 15 
Charity show tickets sold ... 21 Clubday collections costs... 10 
Club Day collections 7 14 Owing for Charity tickets ... 5 
Refreshments sold (Members). 235 Owing for Donations for Buldgs. 7 
Donations for Building... 19 Refreshments bought 170 
Receipts from games =... 1% Stock of Refreshments oe = =15 
. Subscriptions owing -_ 8 

Cost of Furniture ons 35 

Closing balance 4 62 


SET we en rere a (OEP emer see 


Re, 400 OO Rs. we 956 
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Ex, 6—(R. A, 1947). 


Q.2. From the following information relating to Indian 
Cricket Club, prepare Income and Expenditure account for the 
year ending 3lst March 1947 and Balance Sheet as at the date. 
Abstract of the Hon. Secretary’s Cash Book for the year is as 
follows :— ° 


Rs. Rs. 
To ~ a eil ssubscription ... 5,000fBy upkeep of Field and 
a do, Admission fee ... 300 Pavilion ... 2,000 
», Sale of old balls, bats, etc 504 ,, Expenses regarding tourna- 
» Hire of ground ne. 300 ment Pee 700 
» Subscription for touroamont 1,000] ,, Rates and Insurance os 200 
, Bank drawn oe 4 00014 ,, Telephone ve 50 
», Donation a. 10,000 » Printing and Stationery ... 100 
, General charges 50 
,, secretary’s Honor arium. a 170 
,» Grass seeds me 30 
» Bats, balls, ete oe 700 
,, Bank lodged . 16,650 
Total Rs... 20,650 Total Rs. ... 20,650 
Rs. is? 
Assets at 1-4-1946 
Cash at Bank me 5,000 
Stock of bails etc. = 1,500 
Printing and Stationery ee 200 
Subscription due ig 500 
Liabilities at 1-4-1946 die Nil 


Donation and Surplus ou account of Tournament should be 
kept in Reserve for a permanent Pavilion. Subscription due at 
31-3-1947 Rs. 750. Write off 50 per cent of balis, bats account and 
25 per cent of Printing and Stationery account. 





CHAPTER XXIII. 


Royalties. 


The rent of a mine is generally fixed in the nature of a 
Royalty on the output. The Lease usually includes a clause 
fixing a minimum or Dead Rent which must be paid by the 
Lessee whatever the output may be. The Lessee is generally 
protected by another clause which provides that the Lessee 
may recoup the “short workings” in years when the Royalty 
Rent exceeds the Minimum Rent. This right of recoupment is 
sometimes limited to a certain number of years and sometimes 
extended over a whole period of the Lease. 


Methods :— When the Minimum or Dead Rent is greater than the 
Royalty payable on the output :— 

(1) Debit the Royalty Account with Royalty on the 
actual output. 

(2) Debit the “ Short Workings”’ or “ Redeemable Dead 
Rent ’’ Account for short workings. 

(3) Credit the Land-lord with the minimum rent 

or 

(1) Debit Minimum or Dead Rent Account with the 
Minimum Rent and Credit the Landlord. 

(2) Debit Royalty Account with Royalty on the Actual 
output ; Debit Redeemable Dead Rent Account with 
the short workings and credit the Minimum Rent 
Account. 

Where the Royalty payable is higher than the minimum rent— 

(1) Debit the Royalty Account with the Royalty payable 

(2) Credit the Redeemable Dead Rent Account with any 
short workings to be recouped. 

(3) Credit Landlord’s Account with the balance but the 
credit should not be less‘than the amount of minimum rent 
payable. , 

When the period for recouping shori workings 1s restricted. 
On the lapse of the permitted time, the debit balance Jeft 
unrecouped is transferred to Profit and Loss Account. 


W hile preparing Final Accounts : 

(1) The Royalty Account is closed by transfer to Profit 
and Loss Account. 

(2) The debit balance of “Redeemable Dead Rent 

Account” is shown as an Asset on the Balance 

Sheet. | . 
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Illustration: A Landlord leased his collieries to a Com- 
pany for 30 years at a dead rent of £600 a year merging into a 
Royalty of 6d.a ton, with power of recoupment over the period 
of the lease. The Company’s output for the first seven years 
was i—- 

ist year 5,000 tons; 2nd year 15,000 tons; 5rd year 20,000 
tons; 4th year 24,000 tons; 5th year 25,000 tons; 6th year 26,000 
tons and 7th year 24,000 tons. 

Give the Journal entries and Ledger accounts for the seven 
years and show the working in the Annual Profit and Loss 
Accounts and Balance Sheets of the Company. 


Journal of the Colliery Company. 





































| £ 
First Year: Royalty Account Dr. 125 
Redeemable Dead Rent Dr° 475 
(Short workings) 
To Landlord 600 
(Being the Royalty on 6,000 tons and short 
workings payable to the Landlord) 
Profit and Loss Account  ~—=a2Drr. 126 
To Royalty Account 125 
Second Year: Royalty Account Dr. 375 
Redeemable Dead Rent Dr. 226 
(Short workings) 
To Landlord 600 
Being the Royalty on 15,000 tons and short 
workings payable to the Landlord 7 
Profit and Loss Account ee eee 
fo Royalty Account : 875 
‘Third Year : Royalty Account Dr. | 500 
Redeemable Dead Rent Dr. | 100 
{Short workings) 
To Landlord : | 600 
Being the Royalty on 20,000 tons and short} | 
workings payable to the Landlord | 
Profit and Loss Account < Dr. : 500 | 
To Royalty Account | | 500 
Fourth Year; Royalty Account Dr. 600 | 
 escaaes To Landlord “ 600 
see Being the Royalty on 24,000 tons payable to 
= ee ee So , eee 
-——s- Profit and Loss Account Dr, 600 
600 


; = eas eo a a : . a 4 ' 


a, 
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£ € 
Fifth Year; Royalty Account Dr, 625 
To Landlord 600 
To Redeemable Dead Rent . 25 
Being the Royalty on 25,000 tons and mini- 
mum rent payable after recoupment of 
previous year’s short workings 
Profit and Loss Account | Bt Dr 625 
To Royalty Account * 626 
Sisth Year: Royalty Account Dr. 656 
To Landlord | 600 
To Redeemable Dead Rent 50 
Being the Royalty on 26,000 tons and mini- 
mum Dead Rent payable after recoupment 
of previous year’s short workings 
Profit and Loss Account SAN EBD 
go 650 
Seventh Year; Royalty Account Dr. 600 
To Landlord 600 
Being the Royalty on 24,000 tons payable to 
Landlord 
Profit and Loss Account Dr. 600 


To Royalty Account | | 600 





Leder or i. Calling Company 
Dr. Royalty Account. Cr. 














8 £ 
By Profit and Loss Account.; 125 


lst Year ...;| To Landlord cl 126 





2nd Year. | To Landlord ..| 875 | By Profit and Loss Account.) 375 


Ee 





8rd Year .,., To Landlord .., 600 | By Profit and Loss Account.) 500 
4th Year ..., To Landlord .-| 600 


6th Year ..| Fo Landlord aoe 600 
To Red, Dead Rent eet Te 


es au Year va.| To Landlord 
ee : To Reds Dead R 
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Dr. Redeemable Dead Rent Account. Cr. 
| | 
| £ 
Ist Year .... To Landlord | 475 | By Balance C.D. | 475 
ee 
2nd Year... Te Bal. B.D. .| 475 | By Balance C.D. | 700 
To Landlord ve| 226 | 
" | ee —— 
8rd Year...| To Bal. B.D. | 700} By Balance C.D. - | 800 
iB o Landlord 100 | 
bey cess 
4th Year... : To Bal. B.D. ...| 800] By Balance C.D. vee) 800 
aes ee 
| | | 
6th Year .. || To Ba Bal. B.D. eve) 800 | By Royalty Account ae 
| By Balance C.D. 3 775 
6th Year...| To Bal. B.D, 776 | By Royaity Account 4 50 
| By Balance C.D, vee) 725 
| et —- 
7th Year...| To Bal. B.D, | 725 | By Balance C.D. = 726 
| | | 
&th Year .. ae Bal. B.D. saat 126 











Profit and Loss Account. 















ist Year ...| fo Royalty Account 


—Qnd Year...|To ,, i: 
ard Year. To i 3 ” 


amy Year. yest aed 9 29 


“ath Yar. vee To . » : ” | 
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Balance Sheet of the Colliery Company. 





ASSETS. £. 


lst year: Redeemable 
Short Workings. 475 


2nd year: do. 700 
ord year: do. 800 
4th year: do. 800 
oth year: do. 775 
6th year: do. 725 
(th year: do. 125 








Exercises on Royalties. 


Ex-f. (G.D.A ) The Bengal Coal Co. are lessees of a mine on a 
royalty of Re. 0-8-0 per ton of coal raised with a “‘ Dead 
Rent’”’ of Rs. 40,000 per annum and power to recoup short 
workings during the first five years ofthe lease. The 
output for the first five years was as follows: 


First year 10,000 tons; second year 48,000 tons; third 
year 80,009 tons; fourth year 120,000 tons and fifth year 
120,000 tons. 3 


Write up the Dead Rent, the Royalties, the Short, 
workings and the Landlord’s Account in the Ledger. 


Ex-2, (Indian Merchants’ Chamber 1947)--The Atomic Coal 
Mining Corporation, Ltd., leased a Coal Field from Sir 
Dolittle, land-owner, for a period of 30 years from Ist 
January 1941 ona royalty of Re. 0-4-0 per ton of coal 
raised with a minimum rent of Rs. 4,000 per year and 
with power to recoup short workings during the first 
five years of the lease: The annual output was as 
follows: 

1941—6,000 tons; 1942—10,000 tons; 1943—14, 000 
‘tons; 1944—19,000 tons; and 1945-25, 000 tons. 

Pass the necessary Journal entries for each of these 
years, or, Write up Royalty Account, Short Workings 
Account and Landlord’s Account for — of = five 
B hyp i 





3 : Macias! lia. The Coal Mine Co., Ltd, took 
a 11; om G, Risch for 99 years ‘from 








Ex.4, 
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royalty of £80 a year payable half-yearly. During the 
first year, the Company raised 2,500 tons, and during the 
second year ended 29th September, 4,000 tons. The 
several amounts due to G. Risch were paid 21 days after 
becoming due. 


Write up both personal and nominal accounts and 
valance them at the end of each year. 


A Colliery Company arelessees of a Mine at a Dead 
Rent of £2,000 per annum merging into a Koyalty of 8d. 
per ton. Dead Rent paid in excess of actual Royalties is 
recoverable thereout during the next five years succeed- 
ing the year in respect of which such excess was paid. 
The first year in respect of which Dead Rent was payable 
expired on dist {'ecember. The excess paid in respect 
of the first year was £2,000 ; the second year £1,450 and of 
the third year £350. In the fourth year, the astual royal- 
ties amounted to £2,750; in the fifth year to £3,250; in 
the sixth year to £3,600 and in the seventh year (in 
consequence of a strike) to £1,850 only. 


Show ledger accounts recording these transactions in 
the books of the Colliery, carrying forward each year as 
an asset the excess of Dead Rents paid recoverable in 
subsequent years. Ignore Income-tax. 


CHAPTER XXIV ; 


Purchase and Sale of a Running Business and 
Determination of Goodwill. 


Meaning of Goodwill : 


Goodwill is constituted by the reputation and connections 
which a running business has built up. Itis always attached 
toa business. Destroy the business and goodwill perishes 
with it. It takes time, money and labour to build up a good 
name for a business and thereafter so long as the goodwill 
lasts, the custom will continue to flow in andincrease. Such 
goodwill is measured in terms of money and this price is 
measured by the extra price which a purchaser pays in 
purchasing a well-established running business, instead of 
starting a new one and building it up. The purchaser on his 
part will take into consideration the annual Super Profit he can 
reasonably expect from the business he wishes to acquire. To 
get at a fair estimate of this Super Profit, the net annual earn- 
ings for the past three or five years are ascertained after 
careful examination of the books. Allowance is therefrom 
made for Interest on Capital at a fair rate and for the pro- 
prietors’ services to the business. The conditions that existed 
while the profits were earned andthe conditions that are likely 
to prevail in the future are to be given proper weight. Having 
thus ascertained the probable net annual income the prospect- 
ive purchaser deducts a fair return that he would expect for 
running the risk of business. The balance shows the expected 
Super Frofit ; that is profits in excess of a reasonable return. 
Amount agreed upon for goodwill ranges from two to ten 
years’ purchase. 


Other things being equal, the goodwill of a Manufacturing 
concern will, as a rule, be less than that of a wholesale ora 
retai} business as the former requires a much larger capital and 
involves greater risk. The goodwill of a professional business 
is still less because it is bound up with the personality of the 


owner. 


A trader who sells his goodwill is under no obligation to 
retire from the business and to avoid future difficulties the 


a a. . 
— =< ” in dee 
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purchaser should have an agreement in writing from the 
vendor restraining him from competing against him in the 
same tradein the specified area for a specified period of time. 
Having acquired the goodwill the purchaser acquires the right 
to use the same trade names, the trade marks and the benefits 
of all trade connections, patent rights, copy rights, contracts, 
leases, etc. 


Purchase of business and trade creditors and trade debtors: 
When a business is purchased as a running concern, the 
purchaser acquires the right to collect trade debts and incurs 
the obligation to pay trade creditors. Debts form part of the 
assets he acquires. All the assets and liabilities may be 
revalued by a discussion between the buyer and the seller and 
a balance sheet may bo drawn. The buyer takes up the busi- 
ness on the basis of the balances shown by such Balance Sheet. 
Goodwill paid is easily ascertained by adding the debt due to 
outside creditors to the purchase price and deducting therefrom 
the value of the real assets taken over. 


To record the purchase of the business, an account is 
opened under the style “Purchase of Business account”, The 
agreed purchase value is debited to this account and credited 
to the vendor’s account. All the various assets purchased, 
including the goodwill are credited to the Purchase of Busi- 
ness account and the assets accounts are debited. The debts 
due to outside Creditors are debited to the Purchase of Business 

account and credited to the respective parties. 


Journal entries to be passed on purchasing a business : 


| (i) Debit “Purchase of Business’ account with the 
purchase price and credit the vendor’s account. 


(2) When a business is purchased as a going concern, 
except the liability to the vendor for capital, all other liabili.- 
ties have to be met by the purchaser. The total of this 
liabilities if deducted from the total of the assets, will yield 
the net value of the assets, Thisis generally represented by 
capital itself, except when the assets are revalued. 


The difference between the net value of the assets and the 
price payable is the price for goodwill. Treat goodwill as an 
asset. Debit the whole group of assets and credit the ‘“ Pur- 
chase of Business” account. 


re < 


a Pi (@) Wh 
Cash o * Bank 






n the vendor is paid, debit the vendil and credit 
or ‘Shares as the case may be. 





° 


; } “Stary Being the value = ee taken over 
- | Ee oatanccuamemens ck. +5 . aT} ; ait de 
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Illustration :—A Company is formed to acquire the business 
of Karamchand & Co. as a going concern. Their balance 
sheet was as follows :— 


LIABILITIES. ASSETS. 
Rs, Rs. 
Bills Payable .. 93,9007 Cash at Bank .. ~—- 4,500 
Sundry Creditors eK 6.400 | Book Debts we |, 
Capital ... 1,382,100] Stock-in-trade ... 939,000 


Plant and Machy.... 50,000 
Freehold Premises. 45,000 


Oe I 


1,42,000 1,42,000 





Sta etal aineeeeniaine al 


The purchase price is agreed upon as Rs. 1,75 000 to be 
payable in cash. Give necessary journal entries: 








Rs. 
SOLUTION :-—Total assets B 1,42,000 
Less outside liabilities SK 9, 
Net assets ae 1,32,100 
Purchase price des 1,75,000 
Less net assets St 1,32,100 
Price for Goodwill me: 42,900 
JOURNAL ENTRIES: thewpa! Rs. 
Purchase of Business A/c 5 Dr., 1,75,000 € 
To Karamchand & Co. ee 1,75,000 
i 
Goodwill A/c c* | Dr = 42.900 
Bank A/o foes Dr 4,500 
Sundry Debtors A/s fe oS Drv > “F508 
Stock A/c t Dr., 35,000 
Proebal Machinery Ale iS. Bh Se ae ~ 50,000 | 
0 remijses A/c eas . . 45,000 . (35°93 
gts PO Purchase of Business Alo ae —-1,84,900 





To Bills Payable | 
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Depreciation of Goodwill :—Goodwill is an intangible asset. 
It does not suffer wear and tear. When the profits from a 
purchased business are satisfactory and constant, Goodwill 
exists as an asset at its full value and does not need deprecia- 
tion Low profits imply depreciation of Goodwill, but at such 
times profits are not sufficient to provide for depreciation. 
There is no legal obligation to wipe off Goodwill out of profits 
as loss of goodwill is a capital loss. Itis prudent however to 
wipe it out of profits over five to ten years. 

illustration 2 :—(/ndian Institute of Bankers 1944). 

S, B, and R enterinto Partnership as equal partners for the 
purpose of purchasing the business of Mr. Quick-Rich who is 
retiring on lst January 1944 upon the basis of the last Balance 
Sheet which is as follows :— 


LIABILITIES. ASSETS. 

| Rs. Rs. 

Capital ... 20,540 Leasehold Factory .. 12,540 

Sundry Creditors ... 3,218 Machinery and Plant 8,200 
Reserve for Depre- 

ciation ms 608 Patents er. 600 

Sundry debtors 5, 1,960 

Stock 2): Shes 

24,366 24,366 


eee ee ee A creat 


The purchase price of the business was agreed at Rs. 25,000 

which was paid to Mr. Quick-Rich. Cash was paid into the 
_ new firm’s Banking account by the Partners as follows :— 
 £Mr.8 Rs. 12,000; Mr. B. Rs. 10,000; Mr. R Rs. 6,000. 
Before opening the books of the New Firm it was agreed 
(a) to transfer the Reserve for Depreciation to Machinery and 
- Plant Account and to write off afurther Ks. 200 as depreciation 
and (b) to write off Ks 200 from Patents. Record the transac- 
tions in the books of the New Firm. Prepare Balance Sheet 
disclosing the position of §., B. and R on commencing business. 
SOLUTION :—The assets and liabilities taken over are 
alued as under | 
<9 ‘ = | 4 r F ‘ Rs. 
Leasehold factory ~ Jie ke SAO 
‘Machinery and Plant (Rs. 8,200—808) ... 7,392 


—_ 
= “ —? . 
e as, Fe me Inge ey = ] i eee 
eee Se nee ee. Vee 
: A dees Ae : rs Ae : z 1 560 
ll PARED OY iJ ~ soe 5 
ao me + 
a5 .. =e 4 
TR | 1,466 
, ey a J ’ 


en Se 


23,358 
3,218 





tot 
agit 
& 


2 










SF es 


.. 20,140 


a. : 

- Lo , 
aay 5 F cae 
is ay - a 
. aoe ; -_ 

Hip eee 
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Goodwill paid is the difference between Rs. 25,000 and 
Rs. 20,140 = Rs. 4,860 






































JOURNAL ENTRIES— | Re. le ae 
Cash Dr.| 28,000 | 
'To S’s Capital A/o oes ——-: 12,000 
B’s Capital A/c =A; 10,000 
R’s Capital A/o vee | | 6,000 
Purchase of Business A/c Dr.) - 25,000 | 
To Mr. Quick-Rich eet — —- 28,000 
Being the agreed purchase price. | 
Goodwill A/c Dr. 4,860 
Leasehold Factory Dr, 12,540 
Machinery and Plant Dr. 7,392 | 
Patents Dr. 400 
Sundry Debtors Dr. | 1,560 
Stock A/c Dr. 1,466 
To Purchase of Business A/c a | 28,218 
Being the value of assets taken over. | 
Purchase of Business A/c Dr. 3,218 
To Trade Creditors ae 3,218 
Being the liabilities taken over. | | 


Mr. Quick-Rich Dr. 29,000 
To Cash (Purchase money paid) oe 





25,000. 





Balance Sheet of S, B. and R, at commencement. 














LIABILITIES. | Rs.| Rs, ASSETS, Rs.| Rs. 
Capital A/cs: | | Cash 5. 3,000 
Mr. 8. eo. 12,000 Debtors Fe 1,560 
Mr. B. .»» 10,000 Stock = 1,466 
Mr. R, . 6,000 Machinery and Plant... —-9,392 
| 28,000; Lease hold factory wi 12,540 

Trade Creditors ar, 3,218, Patents si 400 
| Goodwill 8 4,860 
31,218 | 31,218 











PR Roane ae ee 


Sale of a Running Business te one buyer. 


When a business is sold as a running concern, the Assets 
and the Liabilities may be revalued as a result of discussion bet- 
ween the buyer and the seller and a Balance Sheet may be 
prepared. The sale price is fixed after taking goodwill into 
consideration. In preparing the Balance Sheet, cash on hand 


and cash at Bank are excluded from the assets. | 


= 


% 


< Per A: 
be ue A Stipe a 
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Method—(1) Debit the buyer and credit “Sale of Business 
Account "’ with the agreed Sale Price. 

(2) Debit the “Sale of Business Account’’ with the total 
value of the Assets (excluding cash on hand and at Bank) and 
credit the respective Assets Accounts thus closing the latter. 

(3) Debit the various Liabilities Account and credit the 
‘Sale of Business Account’’, 

(4) Transfer the surplus or the deficit in the “ Sale of 
Business Account” to the Capital Account. 

(5) Enter the payment received from the buyer in the 
Cash Rook and credit the Buyer’s account. 

(6) Debit the Capital Account with the balance of cash 
on hand and at Bank and enter the payment in the Cash Book. 

Illustration. — Mr. Quick-Rich sold his business as a running 
concern to Mr. Fisher for Ks. 25,000 upon the basis of the 
following Balance Sheet :— 





LIABILITIES. ASSETS. 

Rs. eae 
Capital 20,540 Leasehold Factory 12,540 
Creditors 3,218 Machinery and Plant 8,200 
Reserve for Depreciation 608 Patents 600 
Sundry Debtors 1,560 
asia] i ROK 1,466 
24,366 24,366 





Show how the sale transaction will be recorded in the 
books of Mr. Quick"Rich. 
SOLUTION. Journal of Mr. Quick-—Rich. 





























‘*- Rs. Rs. 
sher’s Account Dr. | 25,000 
To Sale of Business Account ak 23,000 
Being the agreed sale price for the business | 
ae | a Sores | 
‘Sale of Business Account Dr.  —s-. 24,366 | 
To Leasehold Factory ae] 12,540 
, Machinery and Plant ee 8,200 
» Patents ve 600 
» Sundry Debtors ees 1,560 
» Stock ine 1,466 
Being the assets transferred over to Mr, Fisher 
Creditors Dr. 3,218 
Reserve for Depreciation Dr, 608 
To Sale of Business Account 3 826 
- Being the liabilities a over to Mr, Fisher. sees 
ale of Business Cao | Dr. 4,460 







‘o Capital Account 
> the pea of “Sale of Business Acoount” Pe as nebo 
a dol d to Capital Account a eee 
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Cash re of Mr. Quick-Rich, 


j 


| 
Bank Receipts. | Rs. | Bank Payments. | Rs. 
ee | 
To ac Fisher a | 25,000 IBy Mr. Quick Rich on| 
| | Account of Capital | 25,000 


Ledger of Mr, Quick-Rich. 
Capital Account, 








| ’ 
Rs. Rs. 
To Bank -- 29,000 |By Balance Fe 20,540 
| i,, Sale ef Business Account 4,460 
Creditors’ Account. 
: | . | 
7; Rs, | | Stet, 
lo Bale of Business A/o ..,) 3,218 |By Balanee B. F, <Cegeh |. 





Reserve for Depreciation. 


7 
Rs. 

















et | Rs. 
To Sale of Business A/c... 608 ||By Balance B. F. a 608 
Leasehold Factory. | 
| 
fai Li Ret | | ; Rs, 
To Balance B, F. ow = 12,540 [By Sale of Business A/e ...| 12,540. 
| | ere oe: 
panes, and Plant Account Si 
. | siehte 8 
To Balance B. F. ne 3 '200 By sale of Business A/c ... 8,200 





PTET Sania a rca were — 


Patents 


el ae 


5 = 
a 


HE: pk 


To Balance B. F. 
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Sale of the several Assets of a Running Business te several Buyers :— 


When a single buyer cannot be found and the assets are 
realised by separate sales, the liabilities have got to be dis- 
charged from the sale proceeds of the assets. 


Method oe 


(1) An account under the style ‘ Realisation of Assets 
Account’ is opened. The total value of the assets exclusive of 
cash on hand and cash at Bank is debited to this account and 
the respective Assets Accounts are closed. 


(2) All expenses incurred in realising the assets are 
debited to “ Realisation of Assets Account ’, 


(3) All proceeds realised are credited to ‘ Realisation of 
Assets Account”. 


(4) Any final surplus or deficit in the Realisation of 
Assets Account is transferred to Capital Account. 


(5) Sale-proceeds of Assets are entered in the Cash Book; 
All expenses and all liabilities are paid and entered in the 
Cash Book. 


(6) Capital Account and the Cash Book are finally closed 
when liability on account of Capital is paid out: when Capital 
Aecount is debited and Bank column Cash Book is credited. 








CHAPTER XXV. 
Partnership Accounts, 
(A) Fermation of Partnerships and Appropriation of Profits. 


Partnership is an union of two or more persons who join 
together with the common purpose of earning profits out of 
business. A man with intelligence and capacity cannot do 
much withont capital; A man with capital without capacity is | 
equally unsuceessful. A partnership of thetwo will be an 
ideal combination. [tis still a better combination when two 
intelligent men with sufficient capital pull their resources and 
abilities. They divide their work to each others advantage 
and earn higher profits than they would have done by individual 
effort. 


Relationship between partners of a firm is governed by the 
Partnership Agregment. Such anagreement may be oral. To 
avoid all possible misunderstandings it is always preferable to 
have a written agreement properly drawn out with legal aid. 
An agreement will provide for— 


(1) The name of the firm; the nature of the business; 
and the period for which partnership is to subsist. 


(2) The capital to be contributed by each partner. 


(3) The proportion in which profits and losses are to be 
shared. 


(4) Whether interest is to be allowed on capital and 
charged on drawings andifso at what rate; and 
also the rate of interest to be paid on loans by 
partners. 


(5) The amount which each partner may draw in antici- 
pation of profits. 

(6) Whether partners are entitled to salaries and if so 
to what amount, 

(7) The valuation of the Goodwill on the death or 
retirement of a partner or the incoming of a new 
partner. 

(8) The clauses as regards rights and duties of each 
partner. 7 
(9) An arbitration clause to decide disputes by submis- 
sion to an arbitrator. | 
(10) A clause stating how any capital loss due to 
insolvency of a partner ia to be borne. 
(11) A clause as regards restrictions, if any, to be placed 
oa on authority of any one or more partuers to bind 
ss the firm in respect of partnership business, 


a ¥ a % Ihe. ge | y 
~ a <. 5c £ ¥ ‘— re! 4 5 ) : +, 
ra op Leet, at PeAe Ee Phen Cores 7 , » > 
al . P ~ oe ng z a n hs ' ; : P - 
= Pe = . ,, % ae) Far or < ht . 
r ~ f . ¥ Sed oo eee se » . . ‘ 
ue es Pa 4 nee Piew ieee: = a + o . re ar 
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Partnership Act:—In the absence of a Partnership Agree- 
ment, the relationship between Partners is regulated by the 
Indian Partnership Act of 1932. The Act lays down that ina 
partnership the number of partnersshal] not exceed twenty in 
any business other than Banking and ten in case of Banking. 
There is ne compulsory registration of all partnerships, with 
the Registrar of Firms under the Partnership Act, but it is laid 
down under section 69 that :— 


(1) a partner of an unregistered firm cannot institute 
a suit against his co-partner or co-partners and 


(2) an unregistered firm cannot institute a suit against 
a third party. 


and that is a very serious disability. Essence of the 
Partnership Act is that every partner is liable for the debts of 
the Partnership to the last pie of his private assets. 


Rights and Obligations of Partners:—Subject to any agreement 
between the Partners :-—— 


(1) Every partner has a right to take part in the con- 
duct of the business. At the same time he is 
required to attend to his duties diligently. 


(2) The partners are to share profits and losses egually 
irrespective of the proportion of their respective 
capitals. Ifa partner derives any profit for him- 
self from any transaction of the firm or from use 
of the firm’s name, he shal] pay it to the firm. If 
he carries on a business of the same nature as and 
competing with that of the firm,he shall account 
for and pay to the firm all profits made by him in 

that business. 


(3) A partner binds his co-partners by putting his 
signature inthe partnership name in respect to 
contracis entered by the firm, provided the partner- 
ship is a trading partnership. A partner shall 
indemnify the firm for any loss caused by his 
wilful neglect. 


(4) Ifa partner incurs any expense in protecting the 

interests of the firm or incurs any liability in the 

“ay ordinary and proper conduct of the business, he 
———s stands to be indemnified by other partners. 


— 
pr 


(5) Any disputes between partners is to be settled by a 
_--~—s majority of partners, but no new partner can be 
ss taken ora new line of business can be opened 

without the consent of all, | | 


TQ 












ones, 
~ 
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6) A partner cannot be expelled from partnership by 
other partners. Ifa partner becomes so disabled 
either physically or mentally that he cannot 
attend to the business of the partnership or if he 
acts ina manner as to vitally harm the interests 
of the firm, an application can be made to the 
Court of Law by other partners, to remove such a 
partner from partnership. 


(7) A retiring partner remains liable for debts and 
obligations incurred upto the date of his retire- 
ment unless the creditors have agreed to the 
liability being taken up by the newly constituted 
partnership. Similarly an in-coming partner is 
not liable for the debts and obligations incurred 
prior to his joining the partnership unless he has 
taken over the debts under an agreement with the 
creditors. 


(8) A partner making an advance beyond the amount of 
capital agreed to, is entitled to interest at 6 per 
cent. Atthe time of dissolution, such loans shall 
have precedence in payment over the partner’s 
capital. | 


(9) A partner may retire in any of the following 
manner :— 


(1) Where the partnership is dissoluble at will, by 
giving notice to the other partners. 


(2) By the consent of all other partners. 


(3) Ina manneras laid down in the partnership 
agreement. 


(10) Under Section 42 of the Partnership Act, a partner- 
ship is dissolved in the event of death or 
adjudication of a partner, unless otherwise 
provided under the partnership agreement. If the 
partnership is constituted for a fixed term or a 
fixed undertaking, it is dissolved on completion of 
the term or of the undertaking respectively. 


Interest on Capital :—It is desirable that interest be allowed 
on partner's capitals as it would have been earned if an invest- 
ment was made elsewhere. This practice enables the profits 
to be viewed in proper perspective. The allowance of interest 
also serves to compensate the partners with larger capital 
contribution, where profits are shared equally, or where 
capitals are equal but profits are shared in unequal proportions. 


- 4 . 
< , 
- 
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Treatment of Partner's Capitals and Drawings: Division of Profits : 
As many capital accounts are to be opened as there are 
partners. Generally the respective capitals to be brought in 
by the partners is laid down inthe Partnership Agreement. 
Therefore it is desirable to maintain the capitals at the same 
figure threughout the tenor of partnership. The drawings. the 
profits and the interest on Capital and drawings, are passed 
through the “ Current Accounts’’ of partners. If profits and 
drawings are passed through the Capital accounts, the respec- 
tive capitals will continue to fluctuate. 


Profit and Loss Appropriation Account. 


To provide for the division of profits, the net profits are 
carried from Profit and Loss Account to Profit and Loss Appro- 
priation Account and the respective shares are appropriated 
thereunder. | 


Any unappropriated balance of profit is carried forward to 
next year’s account and appears on the Balance Sheet asa 
Liability. Except in the case of a Limited Company, it is not 
permissible to carry forward a loss which must be adjusted to 
the Capital or Current Account or Accounts of the Proprietor 
oy Proprietors. 


Illustration. 


A, Band C are in partnership with a capital of Rs. 15,000 
which they have subscribed in equal shares. They share 
profits and losses equally. At the end of the first business year, 
Profit and Loss account revealed a surplus of Rs. 2,250. Each 
partner had drawn Rs. 900 for private use. Interest is to be 
allowed on capital at 5 per cent. The capital and the shares of 
partners have been fixed under the partnership agreement. 
Show the partners’ Capital accounts, Currentiaccounts and the 
P. and L. Appropriation Account. 


A’s Capital Account. 


Rs. 
By Bal. wee) 0,000 
B’s Capital Account. 
| Rs 


By Bal. ry) 5,000 
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C’s Capital Account. 


i Be ABA, 


A’s Current Account. 
Rs. 


To Cash om 500 By Interest 
» Bal. C.D, es 250 ,, Net Profit 
130 
| By Bal. B D. 


B’s aren Account. 


To Cash ye "60 | By Interest 

pee One Pe ne. 250 » Net Profit 
750. 
By Bal. B.D. 
C’s Current Account. 
Rs, 

To Cash 500 | By Interest 

» Bal. C.D. Sus 250 » Net Profit 


780 


OO ED Bete ————| 








By Bal. B.D. 


Profit and Loss Appropriation Account. 











5 ; Rs. 

To Interest :— 
~ A's Current Account .... 250 
B’s Current Account ..., 290 
O’s Current Account ...) 250 


To Net Profit 
BEE transferred :— 
| -A’s Current Account ... 
sa B’s Current Account ... 
 @g Current Account ... 






artner : $e chien an ee partner 4 
} oe enerss the payme i 


ees 


Rs, 
5,000 


Rs. 
250 
500 


ar ee as EERE ere 


750 


ves 250 


Rs, 
250 


Pe nee? 


SE IO ene em 


750 


bob 200 


Rs. | 
250 
500 


ee cee TE arene 


| 750 





250 


Rs. 
ae} 2,250 


By net profit B.F. from 
P. & L. Account 
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(2) (a) Payment is made to the old partners of the firm 
and the amount as received from the incoming 
partner and drawn away by the old partners is 
recorded through the Cash Book. 


(b) Sometimes a condition is made that the payment 
made by the incoming partner on account of 

3 goodwill shall be retained, either whole ora 
part, in the business. 

Method: A Goodwill Account is opened and credited for 
the cash received. Distribution is thereafter made amongst 
the old partners by debiting the Goodwill! Account and credit- 
ing the Capital accounts of the old partners. These amount 
may thereafter be drawn or retained as per agreement. 

(3) Sometimes the incoming partner is notin a position 
to pay the amount of the goodwill agreed upon. 
Then by mutual consent a goodwill account is 
opened and debited with the agreed value and the 
old partners Capital Accounts are credited. Good- 
will account may then appear as an asset on the 
Balance Sheet. Usually it is written back to the 
Capital accounts of the members of the newly 
constituted firm in the proportions in which they 
have agreed to share future profits. 


Profit and Loss Adjustment Account: 


It is a normal procedure for the incoming partner to make 
it a condition that before the new firm is constituted, the 
assets of the old firm should be properly revalued. The adjust- 
ments that are mutually agreed upon between the old partners 
and the incoming partner are then effected through “ Profit 
and Loss Adjustment Account ’’. This account is finally closed 
by transferring the balance to the Capital Accounts of the old 
partners ip their profit sharing proportions. 





lilustration: The following was the Balance Sheet of A, B, 
& ©. on Ist June 1941 :— | 
LIABILITIES ;: ASSETS. 
zee Rs, Rg 
Capital Accounts: Cash 2 200 
A—Ks. 5,600 se Debtors ae 600 
B—Rs, 4,200 © Stock 3800 
C—Rs, 2,000 | Furniture 800) 
— 11,800 | Building 6,500 
Creditors (Trade) ac ROO = 
Creditors (Loan) Sus OO : 


They admit D into partnership on the following terms: 


0 





that D should bring ks, 
Re. 5,000 for Capital, 


3,000 for Goodwill and 
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(2) that ane old partners should draw away the Goodwill 
pai 
(3) that A, B, C, and D, will be equal partners, 
(4) that the Stock and Furniture be depreciated by 10 per 
cent, 
(5) that a Reserve of 5 per cent on Debtors be created, 
(6) that the value of the Building be raised to’Rs. 9, 000. 


Give the Journal entries necessary to give effect to the | 


above arrangement, and show the opening Balance Sheet of 
the new firm :— 























- Allocation of the Goodwill amc oun coucet old 
pparimers. wma is bi ssh 


SOLUTION : 
Journal Entries. 
Rs. Rs. 
Profit & Loss Adjustment Account Dr, 640 
To Stock ee 380 
To Furniture Ai 80 
To Reserve for Doubtful Debts ok 180 
Being the adjustments made as per agreement. 
Building Account Dr. 2,500 
To Profit & Loss Adjustment Account... 2,500 
Appreciation in the value of the Building brought 
into account as per agreement. 
" 4 | 
Profit & Loss Adjustment Account Dr. 1,860 
To A's Capital Account on 620 
To B’s Capital Account she : 620 
To C’s Capital Account nas 620 
Franutor of adjustment surplus in equal shares. 
Bank Mdodont Dx. 8,000 oe: 
To Goodwill Account | te 3,000 
To D’s Capital Account he 5,000 
Receipt of Capital and Goodwill from D, , 
Gaggtvvill Account a Dr. 3,000 | 
To A’s Capital Account 1,000 
To B’s Capital Account = *- ane 
‘To C’s Capital Account | 1,0 
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Balance Sheet of A, B, C, and D. 














LIABILITIES. Rs, ASSETS. | Rs, 
Capital Accounts: a Cash at Bank col 5,200 
| Debtors .. Rs, 3,600) 
A-—Rs, 6,220 | Less Reserve | 
B-e Rs, 4,820 BD. : = = 180 
C—Rs. 2,620 | sees 3,420 
D—Rs. 5,000 | | 
| 18,660] Stock 2 3,420 
3 | Furniture a 720 
Oreditors for loans ry 2,000 | Building Peal 9,000 
Trade Creditors ee 1,100 | 
21,760 | 21,760 


| 
Illustration 2:—A and B are partners sharing profits and 
losses in proportion of 3/5ths and 2/5ths with capitals of 
Rs, 20,000 and Rs. 15,900 respectively. They admit C as another 
partner on the following terms :— 

(a) that Goodwill of the firm be valued at Rs. 15,0C0 
and a Goodwill Account be raised in the Books, as C is unable 
to pay in cash any Croodwill. 

(b) that C should bring in Ks. 20,000 as his capital and 
will receive a third share in profits and losses. 

(c) that after C comes in, the Goodwill account be written 
back tothe Capital accounts of A, B and C. 

Pass Journa! entries to give effect to the above arrange- 
ment and show the Goodwill Account and the Capital accounts 
of A, Band C. 


























SOLUTION: Journal. 
Rs, Rs 
Goodwill Account Dr, 15,000 
To A’s Capital Account os 9,000 
, B’s Capital Account x, 6,000 
as 
Bank | . 20,000 
To C’s Capital Account | 20,000 
-.» A's Capital Account 6,000 
B’s Capital Account 4,000 
C’s Capital Account © 5,000 
‘To Goodwill Account ie 
Being 6/15, 4/15 and 5/15 shares in their 15,000 


ce UG ef eee he proportions, fr 
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Ledger. 
A’s Capital Account 
Rs. Rs, 
To Goodwill Account | 6,000 | By Balance B.F. ee 20,000 


» Goodwill Account .f == 9,000 


B’s Capital Account 








j Rs, "ee 
To Goodwill Account | 4,000 | By Balance B.F. a 15,000 
| ,» Goodwill Account | 6,000 
| | 
C’s Capital Account, 
| Rs. | Rs. 
To Goodwill Account .-/ 9,000 | By Bank we, 20,000 
| | 
Goodwill Account. 
Rs. Rs. 
To A’s Capital Account ...| 9,000} By A’s Capital Account ...} 6,000 
» B's Capital Account ...| 6,000 » B’s Capital Account ...| 4,000 


» C’sCapital Account e-| 0.000 


Exercises on Formation of Partnerships ; Determination 
of Goodwill; Appropriation of Profits, etc. 


Ex-1 :—(R. A. 7937) A, BandC are in partnership and 
during the year 1936 earn Ks. 83,000. The Partnership Agree- 
ment provides that C who has no Capital invested in the 
business, is entitled to a salary of Rs. 1,000 per month, paid 
monthly, and to a comission of 5 per cent on the profits re- 
maining after charging his own salary and commission, and 5 
per cent interest on Capitals of A and B who have invested 
Rs. 60,000 and Rs. 19,000 respectively. It was further agreed 
that residue of profits should be appropriated as to 20 per cent 
to Reserve and the balance shared equally between A and B. 
Prepare the Profit and Loss Appropriation Account and the 
Partners Capital and Current Accounts, 


Ex-2:—(R, A. 7937) Mr. S. Hammer and A. Spanner, Motor 
Mechanics, decide to join in partnership as from Ist April 
1937 to work an agency for ‘Streamline ’’ Cars. You are 
required to state how effect will be given to the following 


matters in opening the Books of the firm ; 


-. (a) They are to share egually in profit and loss and in 
ee as Capital contributed— 







Or Nt 


“4 7 


299 


(b) The Capital is fixed at Rs. 50,000. 


(c} Mr. S. Hammer pays up his Share of Capital in cash 
on Ist April 1937. 


(@) Mr. A. Spanner brings into the business Plant and 
«Machinery at the agreed value of Ks. 3,000. 


(ec) Mr. A. Spanner having secured the Car Agency in 
his own name, before the commencement of the 
partnership negotiations, it is agreed that he 
shall be allowed Rs. 2,000 on this account. 


(4) Mr. A. Spanner has cash available to the extent of 
Rs. 15,000 only and pays this on Ist April 1937. 


(g) The balance of Mr. A. Spanner’s Capital is to be dealt 
with through ‘Capital Purchase Account” bear- 
ing interest at 6 per cent per annum until cleared 
by credits from his shares of futare profits. 


Ex-3.—(J. M. C. 7937) A and B carrying on business sepa- 
rately in the same trade, agree to enter upon partnership, and 
at the same time itis agreed to admit C, who has hitherto acted 
as A’s Manager. The whole of the assets of A and B with the 
exception of A’s War Loan Investment are to be brought in, 
and C is to pay Rs.1,000 as Goodwill to be credited equally 
between A and B. The Balance Sheets of A and B were as 

follows :-— 


LIABILITIES. ASSETS. 
Rs, Re. | Rs. Rs, 
Creditors 19,000 20,110 | Freehold premises. 4,000 “ae 
Capital 26,595 23,600 7 Plant and Machi- 
nery 3,000 4,500 
Stock-in-trade 12,000 8,000 
Debtors 23,000 27,000 
War Loan 2,000 = 
Bank oe 1,500 4,000 
: Cash a 95 210 
45,595 43,710 45,595 43,710 


Open the books of the Partners 
Balance Sheet. 





oom me 


hii and show the. adjusted 


 Ex-4.—(/. M, C. 1939) A, B and C carry on business in Part- 
nership and their profits for the year ended 31st December 
1938 were Rs. 3,385 before taking into account Interest on 


~- 


terest on Drawings. 





pital at 444 per cent per annum, Partner’s Salary and In. 
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(z) The Partner’s Capital Accounts at 31st December 
1938 were:—-A—Rs. 5,000; B—Rs. 10,000; O— 
Rs. 12,000. 


(b) B was entitled to.a salary of Rs. 600 per annum. 


(c) Interest chargeable to Partners’ on drawings was :— 
A Rs.6; BRs. 12; andC Rs. 22, 


(d) The balance of profits was shared between A, B and 
© in the proportion of 6:3: 1. 


(e) B’sshare of profit, exclusive of Salary and Interest on 
Capital and Drawings, was guaranteed personally 
by A to be at least Rs. 600 per annum. 


You are required to show the Profit and Loss Appropria- 
tion Account for the year ended 3lst December 1938. 
Ex. 5—(R. A. 7939). 


The following was the Balance Sheet of D.E. and F. who 
were equal partners, on Ist June 1938 :— 


LIABILITIES. ASSETS. 

Bills Payable ep ae Bh) Cash ..» 600 
Creditors ..» 6,000 Debtors ... 10,800 
Capital Accounts: Stock ... 11,400 
D 16,800 Furniture aos oe ed 
1D 12,600 Building .. 19,500 

¥ 6,000 

--—— 35,406 

“44,700 ta,700 


series SER core 


They agreed to take H into partnership and gave him a 
fourth of the share in the profits on the following terms :— 


1. That H should bring in Rs. 9,000 for Goodwill and 
Rs. 15,000 as Capital. 


2, That the half of the Goodwill shall be withdrawn by 
- the old partners. 

3, That the Stock and Furniture be deprevistal by 10 per 
cent. 

4. That a Reserve of 5 per cent on Debtors be created for 
doubtful debts. 

5, That the value of the Building havi appreciated, the 
Building Account should be raised to Ks. a 





- r a4, 
k . : — 
. oo = 
- oe ap rot, 
” = * ; r : : ae 
o> Xd > oes “ > ee = a Ma 7 i, a 
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Give the entries necessary to give effect to the above 
arrangement, prepare the Profit and Loss Adjustment Account, 
and the opening Balance Sheet of the firm as newly constituted. 


Ex. 6—-(R. A. 7940). 


Black and White are partners and on 3lst Dec. 1938 the 
Capital of the partnership was Rs. 2.10,000 of which Rs. 1,40,000 
stood to the credit of Black and Rs. 70,000 to the credit of White. 
Profit and Losses were to be divided as to 4% and % respec: 
tively, drawings on account of profits being made in the same 
proportion. 


On 31st Dec. 1939 the following information was given to 
you as to the position of affairs :— 


1. The total combined Capital was Rs. 2,46,500. 


2. White had drawn Rs. 3,000 in excess of the arranged 
proportion of Drawings. 


3. White had to be credited with Rs. 6,000 as special 
salary earned during 1939, as agreed by the partners. 


4, The partners were to be credited with 5 per cent 
interest.on Capital, 


5. You are required to prepare a statement showing how 
the Capital of Rs. 2,46,500 is divided between Black 
and White. 


Ex. 7—(R. A. 1938). 


Dr. A decides to admit Dr. Binto partnership with effect 
from 1st Jan. 1938. Dr. B has just qualified and has not been 
in practice before, but Dr. A has a practice for which he paid 
Rs. 3,000 as Goodwill. He has since increased the practice 
considerably and has therefore asked Dr. B. to agree to 
enhancement of the Goodwill by 50 per cent. The Capital and 
the profits of the partnership are to be shared in the proportions 
of Dr. A—two-thirds and Dr. B, one-third. The Cash Capital 

_ of the partnership is fixed at Rs 6,000, and of this Dr. B. paid up 
his share on Ist January, 1938 but he is only able to pay for one 
half of his share of the Goodwill. oe 


| (a) State how the balance due from Dr. B in respect to 
his unpaid share of the Goodwill should be treated in the books 
_ of the partnership. (6) Show by means of Journal entries what 
_ transactions will be passed in the books of the new partner- 
_ ship to give effect to the foregoing arrangements, 
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Ex, 8—(R. A. 7944), 


Amin and Bikvam are in partnership, sharing profits and 
losses in the proportion of 4/5 and 1/5 respectively. In apprecia- 
tion of the services of their Clerk, David, who was in receipt 
of a salary of Rs. 2,400 per annum and a commission of 5 per 
cent on the net profits after charging such salary and commis- 
. Sion, they took him into partnership as from 1st January 1943 
giving him 4th share of the profits. | 


The agreement provided that any excess over his former 
remuneration to which David as a partner becomes entitled is 
to be provided out of Amin’s share of the profit. The profit for 
the year ended 31st December 1943, amounted to Rs. 57,600. 
Divide the amount between Amin, Bikvam and David. 


Fx-9—(R. A. 1947). 


A and B are in Partnership, sharing Profits and Losses in 
the ratio 4/5 and 1/5 respectively, ‘ 


On Ist July 1939, they admit into partnership OC, their 
Managing Clerk, giving him 4 share in the Profits and Losses. 


Previous to lst July 1939, C had been in receipt of a salary 
of Rs. 3,000 per annum and a commission of 5 percent upon the . 
net profits after charging such salary and commission. 

In accordance with the Partnership Deed any excess over 
his former remuneration to which C as a partner becomes 
entitled to be provided out of A’s share of the profit. The 
profits for the year ending 30th June 1940 amount to Rs. 72,000. 
Divide this amount between A, Band C. , 


Ex, 10—(R. A. 7947), 


Somesh and Sailesh were partners sharing profits and 
losses as 7:5. On Ist January ‘1946 they admitted Sukhendu 
as a third partner on the following terms :— 

* (a) Sukhendu would bring so much capital as would make 
his share 4/15th of the final capital of the three partners. 

(b) He should pay a premium to the old partners which 
would represent his share in the profits of the firm. 

(c) The new profit sharing ratio would be.as 6: 5: 4. . 

(d) Somesh and Sailesh shall adjust their Capitals in the 
new profit sharing ratio provided that the total of their Capi- 
tals would be the same as before. | | 

Tt was agreed that the value of the Goodwill of the firm on 
that date was Rs. 6,000. Assuming that the Capitals of Somesh 
and Sailesh as on 3lst December 1945 were Rs. 7,000 and 
Rs. 4,000 respectively show the entries in the books of the firm. 


ha —_- a+"). ie 
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Ex. LI—(U. M. C. 1947). 


Following is the Balance Sheet as at 3lst December 1946 of 
Atul and Balesh who share profits in the proportions of three- 
fourths and one-fourth respectively :— 





Creditors x neaig tty 500 Cash at Bank .» 22,000 
General Reserve Rie a 000 Bills Receivable «« 0,000 
Capital Accounts: Debtors ... 16,000 
Atul Rs. 30,000 Stock we. 20,000 
Balesh Rs. 16,000 Office Furniture ++ 7000 
—=—— 46,000 I.and and Buildings ee er "000 

Totalki 2. 87 500 Total te 8%, 500 





They admit Charak into partnership. on Ist January 1947 
on the following terms :— 

(a) That Charak pays Rs. 10,000 as his Capital for a fifth 
share in the future profits. 

(6) That a Goodwill Account be raised in the books of the 
new firm at a value of Rs 20,000. 

(c) That Stock and Fixtures be reduced by 10 per cent 
and a Reserve for Doubtful Debts be created at 5 per cent on 
Debtors. 

(d) That the value of Land and Buildings be appreciated 
by 20 per cent. 

(ec) That the Capital Accounts of all the partners be re- 
adjusted on the basis of their profit-sharing proportions and 
any additional amounts be temporarily credited to their Current 
Accounts and be immediately withdrawn in cagh. 

The above arrangement was fully carried out. 
You are asked to write up: 
(«) Profit and Loss Adjustment Acodait 
(6) Capital Accounts of Partners, 
~ (c) Goodwill Account, and | 
(2) Balance Sheet of the new firm as on Ist January ’47. 








CHAPTER XXVI. 
Partnership Accounts. 
(B) Dissolution of Partnership. 





A Partnership Business has to be dissolved :— 
(1) when the object with which it was started is fulfilled ; 
(2) the fixed period for which it was started is ended: 
(3) when a Partner gives notice of his intention to retire 
as provided for in the Partnership Agreement; 
(4) when a Partner dies; 


(5) when a Partner becomes insolvent and his share in 
the Partnership has to determined ; 7 


(6) when the partners agree to wind up business. 


Procedure.—Fer the purpose of dissolution, the partnership 
assets have to be realised and the liabilities have to be paid off. 
To maintain a record to show what amounts were realised for 
the respective Assets and how the Liabilities were liquidated 
and how the partner’s accounts were finally adjusted inter se, 
an account styled ‘“* Realisation Account” is opened. 


Entries :— 


(1) All Assets are transferred to the ‘‘ Realisation 
Aceount’”’ at their book values. The Asset Accounts 
are thus closed. 

(2) All liabilities except Loan and Capital accounts of 
partners are transferred to the “ Realisation 
Account.” 

(3) As assets are realised, Bank account will be debited 
and Realisation Account will be credited. 

_ (4) As liabilities are paid, Realisation Account will be 
debited and Bank account will be credited. 

(5) Any expense in connection with realisation is debited 
to “ Realisation Account”. | 

- (6) Any surplus or deficit shown by the Realisation 
Account is to be shared by the _ partners in the 
proportion in which they share profits and losses. 

(7) Partners’ Loan Accounts will be paid out after out- 
side creditors are paid out. ~ 


(8) If the Capital Account of a partner shows a debit 


balance, he will have to bring in cash to make 
oe good the deficiency, so that other partners may be 
PFs, pom tet duck. ee if 


ee ee 
ages 
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(9) If Capitals of Partners are not in the same proportion 
as they share profits and losses, each one is paid 
rateably in proportion to the total Capital. 


(10) Where a partner is insolvent and for that reason is 

unable to make good the final debit balance in his 

¢Capital Account, this loss has to be borne by the 
other partners. 


The principle that the loss due to the deficiency on 
account of an insolvent partner is different from a loss arising 
from trading and for thatreason it should be shared by the 
other partners in proportion to their respective Capitals as at 
the date of dissolution and not in proportion in which they 
share profits and losses was laid down in the English Court 
decision by Justice Joyce in the case of Garner v. Murray. 


Where Capitals are fixed this proportion is easily deter- 
mined. Where Capitals are fluctuating the real Capitals are 
ascertained by adjustment on the date of dissolution of all 
Reserves and any undisoursed balance of Profit and Loss to 
Capital Accounts. This has to be done before “ Realisation 
Account ’”’ is opened. 7 


Because of the strong criticism of the unfairness of the 
judgement in the Garner v. Murray case, it is believed that no 
Indian Court will take a similar view. It is not necessary 
that Indian Accountants should follow the principle laid down 
in the judgement and it is suggested that they should distribute 

the deficiency of insolvent partner amongst the others in the 
proportion as profits and losses are shared. 


Distribution of Cash amongst partners. The following rules are 
to be observed :— 


(1) Prior to any partner being paid anything in respect 
to his capital all creditors must be paid out in full. 

(2) After the creditors are paid off, any loans from 
partners should be liquidated. 


(3) If partners’ capitals are in proportions different from 
those in which they are sharing profits and losses 
the first cash available for distribution amongst 
partners should be paid ina manner as to reduce 
such capitals that are in excess to the profit-sharing 

basis. 


(4) Thereafter each partner may be paid out in proportion 
to his capital at each distribution. 


rs = 


Sete aes ek: | 
_ [Ilustration: A, B, & C are partners, sharing profits and 





| Josses: 4/9ths 2/9ths and 3/9ths. On lat April 1941, when 
ce Bete os nee Bagh! 
A ee ep is tay 
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they agreed to dissolve the partnership, their Balance Sheet 
was as follows :— 


CAPITALS. Rasa Rs. 

A ats .. 34,000 Cash in hand ar 500 
7 - ... 28,000 Cash at Bank sos OOO 
C. -. ide .. 1,500 Bills Receivable ee 
Loan from A .. 2,000 Investments we 12,000 
Sundry Creditors ... 4,500 Debtors .- «10,900 
Bills Payable a e000 —. Stook « toe 
Reserve Fund ». 6,300 Furniture seep LOU 
Profit and Loss .. 2250 Machinery in? tae 
Buildings w. 22,000 

75,600 73, AO) 


The Assets realised: Investments Rs. 10,200; Bills | ee 
ceivable and Debtors Rs. 14,100; Stock Rs. 7%, 276 ; ; Furni- 
ture Rs. 1,025; Machinery Rs. 4,300; Buildings Rs. 13,200. 
The cost of realisation was Rs. 300. All the Liabilities were 
paid off. C becomes bankrupt and Rs. 512 only are received 
from his estate in full settlement of his indebtedness to the 
firm Partners are paid off. Show the Realisation Account, the 
Bank Account and the Capital Accounts'of the partners: (1) 
When the capitals are fixed; (2) When the capitals are not fixed. 


Solution (when the capita!s are not fixed). 
| A’s Capital Account. 











zu | Rs. | Rs. 
To Realisation Account... 9,800 | By Balance .- 934,000 
To C’s Capital being A’s share By Share of Reserve os UD 
— of C’s deficiency .. 1,500 | By Share of Profit ek, Cee 
To Bank | = §. 126,500 
37,800 | | 37,800 
B’s Capital Account. | 
Rs. Rs. 
To Realisation Account .. 4, 900 By Balance +. 23,000 
To C’s Capital Account being | By Share of Reserve | «- 1,400 
share of C’s deficiency bi 988 | By Share of Profit a ae 
To Bank | ox 29,0128 , | 
24, 900 pais. 24,900 
| Cs Capital Account, i ae, IC OR 
me sig Oar eid cone be 
al ton Apo 7 ee oe AEC earner res Fe 
1% bain = BD sos y Share of Re ora be . 0 


ses | By | ee of Profit ehineaed Bee 
By | —_ ene toi nis — 


a 


To Balance 

To Cash 

To Realisation of Assets 
To C’s Capital Account 
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Bank Account. 


AID a 


54,362 


By Realisation Expenses 
By Creditors 

By B./P. 

By A’s Loan account 

By B’s Capital 

By A's Capital 


Realisation of Assets Account. 


To B/R 

To Investments 
To Debtors 

To Stock 

To Furniture 

To Machinery 

Te Buildings 

To Bank Expenses 


Rs. 

2,800 
12,000 
15,509 
9,700 
1,850 
7,000 
22,500 
200 


72,150 


ee | 


Rs. 
300 
4,500 
2,050 
2,000 
19,012 
26,500 


54, 362 


ae eae 


| Rs. 


By Bank (being values pooueet 


s. 


Investments . 10,200 
B/R & Debtors ... 14,100 
Stock we 0,275 
Furniture 1,025 
Machinery ... 4,300 
_ Buildings .-- 13,200 


By share of deficiency 
transferred: 

A’s Capital Account 

B’s Capital Account 

C’s Capital Account 


Solution when capitals are fixed: 


‘ 
[ ee8 


50,100 


: (2) When Capitals are fixed, Current Accounts for A, B, 
- & CO will be opened. Share of Reserve and Profits due to each 


- partner will be credited to the respective Current Accounts 
and the shares of Deficiency from the Realisation Account wil] 
be debited. The final deficiency of C which comes to Rs. 2,488 
will be divided in proportion to the fixed Capitals of A and B; 
: 3 485. 34:23 and the shares will be: A Rs. 1,485 and B Rs. 1,003. 







To ‘ais Gurrent Ascent 
To C’s potsent ioe 


~ Rs 
6,000 
1,485 

26,515 


Mee Reet 


A’s Capital Account. 


By Balance 


By pecenre Fund» 


ee Lr A's Capital 


eee Ns 
34,000 


34,000 


Re 
2,800 
1,000 

6,000 
9,800 
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B’s Capital Account, 


Rs. Rs, 
To B’s Current Account ... 3,006 | By Balance ... 28,000 
To O’s Current Account... 1,003 
To Bank ia 1O,Uee 
23,000 23,000 


B’s Current Account. 


Rs. Rs. 
To Realisation Account ... 4,900 | By Reserve Fund -.. ~©4,400 
By Profit & Loss ‘it 500 
By B’s Capital Account  ... 3,000 
4,900 4,900 





C’s Capital Account. 


Rs. Rs, 
To Current Account .. 1,500] By Balance - 2,500 
1,500 500 


C’s Current Account. 


Rs. Rs. 
To Realisation Account ... 7,350} By Reserve Fund -. 2,100 
By Profit and Loss ie 750 
By Bank sae 512 


By C’s Capital Account  ... 1,500 
By A’s Capital Account... 1,485 
By B's Capital Account  ... 1.003 


ORD TTR Ha ees SE 


7,350 7,350 


- Joint Survivorship Policy: When a partner dies, his capital 
has to be paid away to his successors. Such payment would 
normally cause a strain on the finances of the firm. Asa 
counterpoise, the partners get their lives jointly insured with 

an Insurance Company on the condition that the insured | 
amount becomes payable on the death of any of the partners. 

_ Insurance money so obtained are divided between the deceased 
and surviving partners, in their profit-sharing proportions and 
- the surviving partners can conveniently pay off the capital of 
ased partner, from the shares received by them. The 
_ to the debit of prone and Loss Account. 










! 
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Method 1: The preminms are debited to “Joint Life 
Policy Premium Account’’ in the first instance, but the balance 
is cleared every vear by its transfer to Profit and Loss, treat- 
ing the expenditure as revenue expenditure. Thisis incorrect, 
as this expenditure cannot be treated as necessarily incurred in 
the course of the conduct of the business. The second objection 
= that the life policy will not appear as an asset on the Balance 

heet. 


Method 2: The premiums are debited to ‘ Joint Wife Policy 
Account” and it appears on the Balance Sheet every years 
This method is objected to on the ground that, for the first 
three years, the policy has no value and in years thereafter, 
the surrender value is much less than total premiums paid. 
Therefore the value of the policy will be overstated in the 
Balance Sheet. 


Method 3: The best method that can be followed is to 
have a Joint Policy Account and to show it on the Balance 
Sheet at the surrender value of the policy every year. To make 
this possible the practice followed is :— 


1. To debit the premiums to “Joint Life Policy 
Account *’ as they are paid every year. 

2. To debit every year P & L Appropriation Account an 
amount equivalent to the annual Premium paid on the policy 
and to transfer it to “Joint Life Policy Reserve Account”’. 

3. To enquire of the Insurance Company of the surren- 
der value as at every closing period and to bring down the value 
of the “‘ Joint Life Policy ’’ account by transferring the requir- 
ed balance from the “ Joint Life Policy Reserve Account”. 

4. The “Joint Life Policy Account” will appear as an 
asset and the Reserve Account will appear as a liability on the 
Balance Sheet. 

5. When the policy becomes payable, the Reserve 
Account will be transferred to the Policy Account. The value 
received will first be credited to the Policy Account and there- 
after distributed to the Capital Acconnts of the partners 
debiting the Policy Account. 


‘Illustration: The firm of A, B. and © took out a joint 
survivorship policy on oth January 1942, for Rs. 20,060 in order 
to provide a fund for repayment of deceased partner’s share. 
The annual premium payable is Rs. 500. According to advices 
received from the Insurance Oo., the surrender value of the 
policy ason 3ist December 1942 was nil, on 31st December 
1943 it was Rs. 125; on 3ist December 1944 it was Rs. 275. 

er 1945 and the full value of the policy 






B died on 16th Nover 
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was received on 30th November 1945 from the Insurance Com- 
pany. The partners share Profit and Losses equally. Show the 
Joint Life Policy Account’’ and the “Joint Life Policy 
Reserve Account” as they will appear in the books of the firm. 
Note :—As the final premium of Fs. 500 paid on 5th January 
1945 cannot be provided forfrom P & L Appropriation, the 
actual amount distributed will be Rs. 19,500 against Rs. 20,000 
insurance money, 7 


Joint Life Policy Account. 


1942 Rs. 1942 , Rs. 
Jan. 5 To Bank 500 Deo. 31 By Joint Life Policy 
2 Reserve Account 500 
1943 te eas gas eae 
Jan. 5 To Bank 500 Dec. 31 by Joint Life Policy 
; Reserve Account 575 
By Bal, C. F.° ~ 125 
500 “500 
1944 1944 
Jan.1To Bal. B. F, 125 Deo. 31 By Joint Life Policy 
Jan, 5 To Bank 500 Reserve Account 350 
By Bal. ©. F. 275 
625 | 625 
1945 1945 
Jan. 1 To Bal. B. F. 275 Nov. 16 By Joint Life Policy , 
Jan. 5 To Bank 500 Reserve Account 275 
Nov, 30 To A’s Capital A/c 6,500 30 By Bank 20,000 
» B's 5g tee 6,500 
» O's i 6,500 
: 20,275 20,275 
| Joint Life Policy Reserve Account. | 
1942 Rs. 1942 | Rs. 
Deo. 31 To Joint Life Dec. 31 By P & L Appropria- 
_—s Policy Account 500 tion | —— -600 
deg f ae a he Lee : 
ec. 31 To Joint Life Dec. 31 By P & L.Appropria- 
Dae ie Policy Account 370 tion : 500 
- To Bal. C. D. 125 ‘ dees 
: ie | 194d ais eget 






Ree Go Ti Like 22) 885 ete 
gas ss Policy Account §§ 350 Des. 31 B 
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Exercises on Dissolution of Partnership. 


Ex, 1—(R. A. 7947). 


The Partnership Deed of A, B, & C (trading in partnership) 
as A. B. & Co., provides (inter alia) for the following :— 


i; Interest at 5 per cent on Capital Accounts. 


2 B&C to be entitled to a salary of Rs. 500 and 
Rs. 850 per mensem respectively. 


3. Balance of profits to be shared equally. 


4, On dissolution of the partnership, Goodwill to be 
valued at 14 times the average profits for the previous three 
years, the profits to be calculated after charging Partnership 
salaries and interest. 

_ §. Capita] losses to be borne in the proportion of Part- 
ners Capitals. 

A retires from the Partnership as on 3lst December 1940 
and you are asked to prepare a Balance Sheet as at the 3ls¢ 
December 1940 showing the amount payable to A on dissolution 
as the firm’s accounts clerk is unable to proceed any further. 
He produce the following Trial Balance :— 







Rs. Rs. 

Capital Account A it 50,000 

B a 10,000 

© as 9,000 
Current Account B “ 4,000 
C 3,000 
Goodwill = 44,000 
Furniture ee 6,000 
Stock eters 35,000 
-... Debtors | re 15,000 
Cash at Bank ove 10,000 
Cash in hand bes 200 

Liabilities sie 17,000 

Trading Account ves 52,000 
Salaries of staff 7 ay 8,000 
Rent and other office expenses ... 7,000 
 _Depreciations _ 500 
Bad Debts 42 1,000 

ee 1,34,000 —1,34,000 


> 
“=> t ‘ 
- a 


. 4 
fee oe 
AR: 4 
> . 


: r 


‘The net profits for 1938 and 1939 were Rs, 25,200 and 27,750 


eae?) 


wipes 
Sines +d 
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Ex, 2—(R. A. 7942). 
Rama and Krishna were in partnership. Their Balance 
Sheet as on 31st December 1941 showed the following state of 


affairs. 
LIABILITIES. ASSETS. 

Rs. Rs, 
Creditors foot OsU0U Cash so 0 
Rama—Capital ... 3,000 Debtors *3.°) ae 
Drawings... 300 Stock wa) aan 
Krishna—Capital ... 2,750 Furniture 1 50 
Krishna—Drawings... 1,000 
Property es 2,000 
11,550 11,550 


The partners share profits and losses in proportion of Rama 
9/16 and Krishna 7/16 ; it was decided to dissolve the partner- 
ship as on the date of Balance Sheet. Property realised 
Rs. 1,500 ; Bad debts and Discounts amounted to Rs. 500. Stock 
realised Rs. 2,500. Furniture was taken over by Krishna at 
mutually agreed price of Rs. 25. Creditors were paid less 
Rs. 100 for discount. Draw up necessary Journal entries closing 
the books of the partnership and show Cash Account, Partners’ 
Capital and Drawings Accounts. 

Ex-3.—(R.A. 1944).—The Crescent Company Limited, was 
formed to acguire the business of A and B who share profits 
2/3rd and 1/3rd respectively and whose Balance Sheet was as 
under on 3lst December 1942. 





Rs. Rs. 
Bills Payable ..  %,200 Land and Buildings 40,000 
Sundry Creditors ». 21,600 Machinery ... 20,000 
Mrs. A’s loan ~. 30,000 Stock ... 24,000 
Capitals, A Rs. 64,000... Debtors ir eee 
,, 40,000... 1,04,000 Bills Receivable ... 6,400 
Investments ... 4,800 
Cash at Bank ort age 
Goodwill vec, ee 
1,36,000 1,386,000 





It was agreed to take over the assets at book value with 

the exception of land and buildings and stock which are taken 

= over at Rs. 45,000 and Rs. 20,000 respectively. The Invest- 
ments are retained by the firm and sold by them for Rs. 4,000. _ 
They also discharge the loan of Mrs. A of Rs, 3,200 but the © 
over the remaining liabilities. a | 
consideration is fixed at Rs. 1,51,600 payable 
00,3 per cent Debentures, 638 fully paid 
QO the balance in cash, = 
























ath ora 
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The assets forming the purchase consideration are to be 
divided in proportion to the balances standing to the credit of 
the Capitals of A and B after making the adjustments rendered 
necessary by the sale of the business. 

Show the Ledger Accounts closing the Books of A and B and 
=. Journal entries opening the books of the Crescent Company 

imited. ° 


Ex-4.—(R. A. 7945). 


Adamjee and Bomanjee are in partnership sharing profits 
and losses, 3/5ths and 2/5ths, respectively. On 30th June 1943 
Adamijee retires when their Balance Sheet was as follows :~- 


Balance Sheet as at 30th June 1943. 


Rs. Rs. 

Adamijee's Capital ... 12,600 Furniture vee 000 
Bomanjee’s Capital ... 6,400 Book-debts jen 40,000 
Creditors ee. 14,000 Cash .» 4,000 
33,000 33,000 


es CORSE ess 


It is arranged that Adamiee shall receive Rs. 10,000 for his 
share of Goodwill and the Furniture is to be taken at Rs. 3,000. 
The creditors were paid at an average date of 6months and the 
debtors realised at an average date of 9 months subject toa 
loss of Rs. 1,500 by way of bad debts. 

Adamjee was paid Rs. 5,000 on 31st July 1943; Rs. 5,000 on 
31st December 1943 and Rs. 5,000 on 31st March 1944, The 
final adjustment takes place on 30th June 1944, interest running 
at 5 per cent per annum. 

Show Adamjee’s Account in Bomanjee’s Books using interest 
-eolumnis. 

Ex-5.-—(Indian Merchants’ Chamber 1942). 

Xand Y are equal partners in a retail concern. They 
decide to retire and sell their business on 31st December, the 
position of affairs on this date being as follows: 

LIABILITIES. Rs, ASSETS. Rs. 
Sundry creditors soe 4000 Cash at Bank -- 93,000 
X’s Capital Account ... 9,000 Sundry debtors ... 3,500 
Y’s Capital Account ... 9,000 Stock B43 T2000 

‘4 Furniture and 


Fittings ... 1,000 
Lease ace 2,000 


< ms —- 20,500 20,500 


SNS Sy 
* 


| 
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The lease was sold for Rs. 2,000, Fixtures for Rs. 800, Stock 
for Rs. 9,500\and the Book debts realised Rs. 3,000; Rs. 100 
being allowed for discount. The creditors were paid Rs. 2,400 
in full settlement. The expenses of winding up were Rs. 200. 
Prepare the Final Accounts and show the payment to each 
partner of the amount due to him. 


Ex-6.—(Indian Merchants’ Chamber 1943). 


The following is the Balance Sheet of X and Y & Co.,, on 
31st December 1940. 


LIABILITIES. Rs. ASSETS. Rs. 
Creditors ..» 2,000 Cash tt a ne 
Bank Loan Pee 89, Stock wee 2,000 
Bills payable ae 7 eo Plant and tools .. 2,000 
X—Capital ree ol, Debtors von dy OO 
Y—Capital . 1,509 Bills Receivable... 1,000 

Z Capital—over- 
drawn 40) 00 
7,000 7,000 


one 





ORs EEE eee 


Z is insolvent but his partners recover from his private 
estate Rs. 250. It is decided to wind up the partnership and 
the assets realised: Cash Rs. 500, Stock Rs. 1,600, Plan and Tools 
Rs. 1,500, Sundry Debtors 750, Bills Receivable Rs. 700. Profits 
and losses are divided equally. What would be the position of 
each partrer’s account on the winding up of the partnership in 
accordance with the Partnership Act, the cost of realisation 
amounting to Rs. 250? 


Ex. 7—(R. A. 7940).—The Balance Sheet of A, B and C who 
were sharing profits in proportion to their capitals stood as 
follows on 3lst December 1939 :— 





LIABILITIES. Rs. ASSETS. Rs. 
Sundry creditors . 13,800 Cash at Bank . 11,000 
Capital Accounts: Sundry 

A... Rs. 45,000 Debtors. Rs, 10,000 

Be ne" 5, SOME Less Reserve ,, 200 
eee 5 Ruy 7 piiemnena b 
‘ 90,000 Stock .-- 16,000 
Plant & Machinery. 17,000 

Factory, Land and 

Building we 90,000 
1,03,800 1,03,800 
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B retires and the following readjustments of the Assets 
and Liabilities have been agreed upon before the ascertain- 
ment of the amount payable by the firm to B: - 

(1) That out of the amount of insurance which was 
debited entirely to Profit and Loss Account, Rs. 1,500 be carried 
forward ag unexpired insurance. 

(2) That the Reserve for Doubtful Debis be brought upto 
5 per cent on Debtors. 

(3) That the Factory, Land and Building be appreciated 
by 20 per cent. 

(4) That a provision of Rs. 4,000 be made in respect of an 
outstanding bill for repairs. 

(5) That.the Goodwill of the entire firm be fixed at 
Rs. 21,600 and B’s share of the same. be adjusted into the 
accounts of A and C who are going to share in fature in the 
proportion of 3/4ths and 1/4th respectively (no Goodwill 
account being raised). 

(6) That the entire capital of the firm as newly Gouaditat: 
ed be fixed at Rs. 56,000 between A and C in the proportion of 
3/4 and 1/4 after passing entries in their accounts for 
adjustments (i e., actual cash to be paid off or to be brought in 
by the continuing partners as the case may be.) 

Pass Journal entries necessary to give effect to the above 
arrangements and prepare the Balance Sheet of A and C trans. 
ferring B’s share of Capital and Goodwill to a separate Loan 
Account in his name. 


| Ex-8.--(R.A. 1939).—The following is the Balance Sheet of 
Messrs. A, B and C on 3lst December :— 





LIABILITIUS. Rg, ASSETS. Rs. 
Creditors eo 000... Cash ... 5,000 
Bank Loan a UG Stock -»« 20,000 
Bills Payable .., 9,000 Plant and Tools ... 20,000 

Capital: A Rs. 25,000 Sundry Debtors ... 10,000 
| . 15, 000 Bills Receivable _.,. 10,000 
eam 40.000 C-—-Capital overdrawn. 5,000 

70,000 ; 70,000 








Cis insolvent, but his partners recover fetid his private 
estate Rs. 2,900. It is decided to wind up the partnership and 
7 the assets realise : Cash 5,000 ; Stock 16,000; Plant and Tools 
(15 5,000 ; Sundry Debtors 7,500; Bills Receivable 7,000 Profits 
: and Losses are divided equally. What would be the position 
_of each partner’s account on the winding up of the partnership 
in accordance with the Partnership Act, the costs of Tealisa- 
a am = to Rs, 2,500, 
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Ex-9.—(R. A. 1938).—Ajit and Binod carried on business as 
Manufacturers at Bombay, under the style of A. Binod & Co. 
They dissolved partnership on March 31, Ajit retiring from 
business and Binod continuing to carry it on under the same 
style, and purchasing Ajit’s share therein at the amount shown 
as ae Capital at March 31, after a proper revaluation of the 
assets. 


The firm’s balance sheet at the previous December 31] 
was as follows :— 





LIABILITIES. Rs. ASSKHTS. Rs. 
Sundry Creditors ... 10,000 Land and Building ... 20,000 
Bills Payable .-« 3,000 Plant and Machinery 12,000 
Mortgage on Land and Loose Plant & Tools 6,000 

Buildings at 4 per Stock-in-Trade . 18,000 
cent | . 15,000 Sundry Debtors after 
Capital Accounts : providing for Bad 

Ajit ... Rs. 29,000 Debts and Discounts. 15,000 

Binod ,, 19,000 Bills Receivable 2,000 
aoe 48,006 Cash in hand and at 

Bank owe a 0UU 

76,000 76,000 








Profits and Losses both of revenue and capital were divid- 
edin the proportion of Ajit, two-third; and Binod one-third. 
The revalution at March 31 resulted as follows: Land Build- 
ing Rs. 18,200; Plant and Machinery Rs. 11,200; Loose Plant 
and Tools Rs. 7,000; Stock-in-Trade Rs. 16,000. 


The other assets at that date were agreed as follows: 
Sundry Debtors (after providing for Bad Debts and Discounts) 
Rs. 17,000; Bills Receivable Rs. 1,200; Cash in hand and at 
Bank Rs. 4,000; The liabilities were: Loan on Mortgage at 
4 per cent Rs. 15,000; (Interest paid to December 31) Bills 
Receivable Rs. 2,000; Sundry Creditors Rs. 7,000. 


Make out the necessary Adjustment Accounts and Balance 
Sheet at 3lst March 19 


Ex-10.—(R.A. 7935.)-—A, B and C were in partnership with 
a Capital of Rs. 30,000, contributed in the proportions of one- 
half, one-third and one-sixth respectively, and sharing profits 
and losses in- the same proportion. The partnership was 
ss Gigsolved on 31st March 1934 and on preparing a Balance Sheet, 
«it was found that the Accountant had adjusted the Partners’ 





ste oS rr 
te mie “ih ae nd ~ . 
? =~ “nll ; a ." “ 
a ne ote Ao ee » 
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Capital and Current Accounts with the result that the Balance 
Sheet appears as follows: 


Rs. Rs. 

A’s Account , 20,000 Cash in hand 4,000 

B's . 10,000 Debtors ... 42,000 

C’s * Re -es000 Stock . 16,600 
Creditors , 30,000 

62,000 62,000 


Ste coe we mone es . 


It was arranged that the net realisation should be distri- 
buted in their due order, at the end of each month. 


Debtors. Stock. Expenses, 
Rs. Rs. Rs, 
April .- 8,000 4,000. 1,000 
May ... 10,000 6,000 800 
June 2,000 3,000 700 
July ...  %,000 1,500 500 
August ... 10,000 750 250 
September 2,000 2,250 290 


It was decided in October that as the stock had been all 
sold, C. should take over the remaining debts for Rs. 600. 
Prepare the accounts showing how the amount realised was 
distributed every month. 


Ex-11.—(/. M. C. 1947).—Mr. Jamnadas and Mr. Chotani are 
in partnership sharing profits and losses one-third and two- 
thirds respectively. The Balance Sheet on 3lst December 1940 
was as follows: 


LIABILITIES. Rs. ASSETS. Rs. 
Sundry Creditors 3,000 Freehold Premises 10,000 
Jamnadas’s Capital 7,900 Stock 5,000 
Chotani’s Capital - . 19,000 Debtors 6,000 

| Furniture 500 
Cash at Bank 3,000 

Cash in hand 1,000 

25,500 25,500 


They decided to dispose of the business. 


lised the following amounts: 


The . rea- 


Premises Rs. 12,000; Stock Rs. 7,500; Debtors Rs. 5,000 ; 


Furniture Rs. 300; The expenses 
Rs. 200 Prepare the necessary 
artne 's spitals. 







of realisation amounted to 
accounts and show the 
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Ex-12-—(J. M. C. 1939.)—X, YandZ were in partnership 
sharing profits in the ratio of 4:2:1. The partnership agree- 
ment entitled the executors of a deceased partner to the 
amounts standing to his credit on Capital and Current Accounts 
at the date of death, plus a share of Goodwill based on two 
years purchase of the average net profits for the three years to 
3lst December preceding the date of death, the shares of 
Goodwill being in the same ratio as the distribution of profits. 

Y dies on 31st March 1938. 

At 31st December 1937, Y’s capital has showed a credit of 
Rs. 24,000 and his current account a debit of Rs. 1,700. For the 
three months to 31st March 1938 the profits of the firm were 
Rs. 14,280 and Y’s drawings were Rs. 1,600. The firm's profits 
for the years 1935, 1936 and 1937 were respectively Rs. 49,000, 
Rs. 35,420 and Rs. 42,000. Nointerest was charged on Capital 
or Drawings, but interest was to be paid to the deceased 
Partner’s Executors at 5 per cent per annum from the date of 
death to the date of settlement. 


Prepare a statement for Y’s Executors showing clearly the 
amount due to them from the firm, the settlement date being 
30th September, 1938. 


Ex-13—(/. M. C. 7988.)—Vithaldas and Rasoolji are equal 
partners whose Balance Sheet on 31st December 1937 was as 
follows :-- 


CAPITAL LIABILITIES. Rs. ASSETS. Rs. 
Vithaldas’s Capital ... 59,000 Freehold Premises... 3,000 
Rasoolji’s Capital Js, 4,800 Plant and Machinery 2,850 
Creditors wo. 2,084 Stock-in-trade ..- 1,322 
Debtors less Reserve. 4,050 

Bank wee 1,262 

1948400 26 12,484 


re ee ORE 


They decide to dispose of the business. The realisation 
results are as under :— 


Rs. 
Premises | w. 2,800 
Plant and Machinery ... 1,950 
Stock cis dye 
Debtors i aoe 
Goodwill ive = 2 800 


_ The expenses of realisation amounted to Rs. 160. Prepare 
the necessary accounts showing the result together with the 
Partner’s Accounts. | | 

| : . . 
* 
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Ex-14.—(J.M.C. 1938).—A, Band C were in partnership as 
coal merchants. On 3lst December 1937, their Balance Sheet 
showed the following state of affairs :— 





LIABILITIES. Rs. ASSETS. Rs. 
Sundry creditors ... 60,000 Cash in hand and 
Loan on mortgage ... 8,000 at Bank vee 40,000 
A’s Capital Rs. 50,000 Sundry Debtors ... 80,000 
Drawing Stock .e- 30,000 
account ,, 20,000 Horses, Carts, etc. 10,000 
70,000 Freehold Property. 20,000 
B’s Capital ,, 30,000 C—overdrawn ... 10,000 
Drawing 
account ,, 10,000 
= 40,000 
1,78,000 1,78,000 


They share profits and losses in the proportion of A one- 
half, B one-third, C one-sixth. it was decided to dissoive the 
partnership as at the date of the above Balance Sheet. The 
Freehold Property realised Rs. 26,000. Bad Debts and Discounts 
allowed amounted to Rs. 10,000. The Stock realised Rs. 24,000 
and Horses, Carts etc. Rs. 6,000. The mortgage on the pro- 
perty was duly paid off. The Creditors were also paid, less 
discounts amounting to Rs. 2,000. The costs of realisation 
amounted to Ks. 6,000. After the assets had been realised and 
ali liabilities discharged, C became bankrupt and a claim was 
made against his estate for the amount due from him to the 
firm onthe dissolution, and a dividend thereon at the rate of 
> annas 4 pies in the rupee was received. 

Write up the Realisation Account, the Cash Account, and 
the Capital and the Drawings Accounts of the partners and 
close the Books of the firm. 


‘Ex-15. -(/.M.C. 1937).—Ratanchand and Sarupchand are 
partners as builders and contractors with a capital of Rs. 6,000; 
equally divided. At 31st December 1956, they owed Rs. 780 to 
sundry creditors ;they had owing to them Rs. 1,470; they 
valued their stock at Ks. 280 and had a bank balance of ks. 475. 
In the early days of the partnership they acquired properties at 
a cost of Rs. 8,400 on which they borrowed Ks. 3,845, and this 
sum was still owing in the following January, when Ratan- 
chand died. Sarupchand carried on the business and sold the 
properties for Rs. 13,000. You are instructed to prepare the 
accounts as between Sarupchand and the LHExecutor of 
Ratanchand. There was no partnership deed. The profits of 
the period between 31st December, 1936 and the date of Ratan- 
-chand’s death were estimated to be Ks. 60. | 
ES . 


4 ROJA MUTHTAH 
47, HOSPITAL STREET 
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Ex-16.—X, Y and Z are in partnership sharing profits and 
losses in the proportions of 2/5, 2/5 and 1/5 respectively. They 
dissolve the partnership and Y continues the business by taking 
over the Goodwill of the firm at Rs. 5,000. Their Balance 
Sheet prior to dissolution is as follows :— 


LIABILITIES. Rs. ASSETS. Rs. 
Sundry creditors ... 4,800 Cash and Bank ... 3,700 
Bills Payable ‘2. 3,000 Bills Receivable... 5,000. 
Capitals— Book debts ... 9,000 

x .- 17,000 Investments . 6,000 
y: wee 20,000 Stock in trade ... 12,000 
4 aie SQ AO Office Motor Car... 6,500 
a 46,600 Machinery ve 2 5F,O00 
Goodwill we =~ 9,000 

Total ... 54,200 54,200 


ES ESE Gee —— ee Oe 


xX takes over the investments for Rs. 5,000 and the Office 
Motor Car for Rs. 5,500. The other assets and liabilities are 
taken over by Y on revaluation agreed as follows:—Stock at 
Rs. 14,000, Machinery at Rs. 8,000; Bills Receivable and Book 
Debts at their book values on X and Zagreeing to leave with Y 
Rs. 1,320 as guarantee to cover possible loss on realisation of 
these assets. X and Zare paid out on Y’s bringing in neces- 
sary cash. 

Show the necessary Ledger Accounts on closing the books 
of the partnership and show the opening Balance Sheet of Y. 

Ex-17.—(Indian Institute of Bankers 1946.)—M and N, 
partners, took outa partnership policy for Rs. 18,000 without 
profits at an annual premium of Rs. 700 such premium being a 
charge against the firm’s profits, which were shared as to M 
two-thirds and as to N one-third. M died on 3lst March 1944. 
Three years premiums had then been paid, M’s share of profits 
from ist January to 3lst March 1944 were Rs. 1,233. The 
Partnership deed provided for— | 

(a) Interest at 5 per cent on balance of capital at credit 
at date of last balance sheet Rs. 24,000. 
(b) Goodwill (in case of death) on basis of two years’ 
purchase of average profits of the last three years, after charg- 
ing interest on capital but excluding the insurance premiums. 


_ The net profits for the three years, after charging interest 
on capital and insurance premiums, were Rs. 6,000, Rs. 7,600 
and Rs. 7,400. M’s drawings for the three months to March 
eee _snomnied to] Rs. (1,800. — iif 

Pre: M's Capi ital Account as at the date of his death 

a: u Ic. fGe2 Se? wie ahe - 
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CHAPTER XXVIL. 
(A) Six Methods of Depreciation. 
- (B) Repairs and Renewals Reserve. 
(C) Reserves and Reserve Funds. 


Depreciation. Fixed Assets contribute to the earning of 
profit and therefore any loss due to wear and tear of these assets 
is a legitimate charge on profits. Depreciation on assets has 
to be provided before Net Profits are ascertained. While 
determining the rate of depreciation, the following points have 
to be taken into consideration :— 


(1) the original cost of the asset andits probable working 
life, 


(2) the chances of its becoming obsolete because of new 
inventions, 


(3) possible annual charge for repairs and renewals, 
(4) its break-up or sale value if it is discarded. 


The method adopted for depreciating any asset should be 
such as would distribute the charge fairly over its working 
life. There are 6 different methods to suit varying require- 
ments. 


1. Fixed Instalment Method.—It is suitable for use in respect to 


assets of small intrinsic value as Furniture, Fixture and Short 


Leave. After taking into consideration the breaking value the 
balance is equally divided by the number of years of its 
estimated life. All necessary repairs are charged to Revenue. 


Furniture and Fixtures are depreciated at the rate of 5 to 
75 per cent of the original cost. Animals used for purpose of 


_ business are written off in equal instalments over the period of 
their average life. 


2. Diminishing Balance Method.—This method is particularly 


_guitable for assets like Plant, Machinery, Engines, Boilers and 


_ Motor Cars, the annual repairs charges for which increase as the 


‘asset grows older. Depreciation is provided on the’ basis ofa 


percentage and aithough the percentage remains the same, the 


actual provision for depreciation drops year after year, because 
_ the percentage is based on the diminishing balance. 


: All repairs are charged to Revenue. 


st te sess Plants are depreciated at 5 to 74 per cent on the 
dinsinils ng k Baruaoe Machinery is depreciated at 74 to 10% on 
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the diminishing balance. 10 to 124% is considered necessary 
for Engines and 15 to 20% for Boilers. 


Illustration :—Bharat Bank Ltd. incurs an expenditure of 
Rs. 9,000 in fitting up their Mount Road Branch office with 
suitable counter and necessary furniture. The Branch is 
instructed to provide depreciation at 5% at the end of each year. 
Show the #urnitureand Fixture Account as it will appear dur- 
ing the first three years if depreciation is provided on (1) the 
fixed instalment method and (2) Diminishing Balance Method. 


Furniture and Fixture Account 


(Depreciation on fixed sasisiment mathor) 





3 aes 











Year. Rs. | Year, Rs. 

lst To Cash vole DOOD LL SG By Depreciation 290 
| a ee ,, Balance C.D. 4,750 

2nd | » Balance B.D. wel «4,750 I} 2nd | », Depreciation Fa 200 





(ees cers 


13 Balance C.D. cee 4,500 











ord » Balance B.D. ee 4,500 |) 3rd 


,, Depreciation Pee 250 
|» Balance C.D. wee} = 4,200 


| | 





4th | ,, Balance B.D... 4,250 











Furniture and Fixture Account 


(Depreciation on diminishing balance method) 














Year. Rs. A. |} Year. Rs, A. 
Ist To Cash 5,000 O | 1st By Depreciation ... 250 0 
| — | y Balance C.D. ...; 4,750 0 
2nd » Balance B.D... | 4,750 0 2nd | », Depreciation... 23% «8 
ae ee », Balance O.D. ..., 4,512 8 


grd_ |, Balance B.D. ...| 4,512 8 | Depreciation .... 225 10 
Se ieee » Balance C.D. ...) 4,286 14 


| | SO aes cee cee 













toate Ga 1939). — A Joint Stock Pyeng had bou; 

Machi ner - for Rs 1, 00, 000 including there ina boiler ve 
1 chinery Account was for the first four ; 

.0n the Homie! inate} 1ent syste 
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Prepare the machinery account for the current year, 
adjusting therein the cash received for and loss suffered on the 
damaged boiler and depresiation on machinery for the current 
year. 





SOLUTION :— 
| Book value. | Depreciation. Balance. 
Rs. | Rs. | Rs, 
Ist year | 1,900,000 | 10,000 | 90,900 
Qndyear 90,000 9,000 $1,000 
8rd year | 81,000 | 8100 72,900 
4th year 72,900 7,290 | 65,610 


Just as Rs. 1,00,000 are redueed to Rs. 65,610 at the end of 
the 4th year, the value of the boiler stands fro rata reduced to 
Rs. 6,561. The sale of the boiler realises Rs. 2,090 and the book 
loss is therefore Rs. 4,561 which is to be transferred to Profit 
and Loss Account. After wiping out the value of the boiler, 
the value of the remaining machinery falls to (Rs. 65,610— 
6,561) Rs. 59,049 and depreciation is to be worked on this figure. 





Machinery Account 





| | Re. | Re, 
Sth year (To Balance B.D... 65,610 | Sth year (By Se .-  %,000 
| eee Seats coe | 4,561 
| > Depreciation ._ 5,905 
| | : ., Balance ©.D....) 53,144 
65,610 | : 65,610 





—F Oe te 
| 


\ 
| | 
6th year | ,, Balance B.D. | da,144 | 


! 





3. Annuity Method of Depreciation.—This method is parti- 
cularly suitable in respect of loug leases which involve 
considerable capital outlay, as in regards to quarries, mines or 
lands leased for a limited period of time. The lessor loses not 
only the original cost in the shape of depreciation but also the 
interest thereon on the presumption that if the capital was 
deposited at interest, it would have earned interest. Under 

this method interest at a fixed rate is debited, over the period 

of life of the asset, to the Asset Account and Interest Account 

is credited. The interest charge will get reduced every year 
as thi book value of the asset falls. 
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The Annual instalment of depreciation is ascertained 
from Depreciation Annuity Tables” and this fixed instal- 
ment is annually debited to Depreciation Account and credited 
to the Assets Account. At the end of the period the Assets 
Account will stand wiped out. 


This method is not suitable for assets like Furniture or 
Machinery, where fresh calculations will have to be made 
every time additions are made or obsolete parts discarded. 

When the “Annuity Tables’’ are not available, the 
amount to be written off yearly by the Annuity Method, e., 
Principal + Interest — Instalment, can be easily calculated on 
the formula for Re. 1 :— 

5 ere 
Compound interest™ 
This gives us 5 years at 9 per cent 


05 ; ee 
976981 05 that is 230975. 

Illustration (R.A. 1944). 

What do you understand by Depreciation on Annuity 
Method? Draw up a Ledger Account of a lease costing 
Rs. 15,000, running five years, interest five per cent per annum. 
Depreciation Rs. 3,464-10-0 as per table. 


+ Interest where n is the number of years, 





Lease Account. 











Yoar. | Rs. <A. P.)| Year. | Rs. Av-P. 

Ist | To Bank .|15,000 © 0} Ist By Depreciation. | 3.464 io 0 

To Interest 750 0 0 | By Bal, O:D. ~~... 112,285; 6 © 

| 15,750 0 Of 15,750 0 0 

ond |To Bal. B.D. «| 12.285 6 0|| 2nd | By Depreciation, | 3,464 10 9 

To Interest 614 4 0 By Bal. 0D. ... | 9,435 0 0 

12,899 10 0 | 12,899 10 0 

3rd | To Bal. B.D. 3rd. | By Depreciation. | 3,464 10 " 

To Interest By Bal.O0.D.  ...; 6,442 2 0 

9,906 12 0 

Ath |To Bal. B.D. «. 4th | By Depreosiation.| 3,464 10 0 

To Interest .. ie Bal, C.D. ...| 3,299 10 0 

6,764 4 0 

5th |To Bal. B.D, .. sth | By Depreciation.| 3,464 10 0 
To Interest { 

Lah g: 3,464 10 0 

TOES 








a ¢ ~ 
a ean’ = 
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Depreciation Fund or Sinking Fund Method.._This method is 
employed where the wasting asset is to be replaced after a 
fixed period of time. For this purpose, as depreciation is pro- 
vided on one side, funds are provided simultaneously and 
accumulated. The accumulation of funds makes replacement 
of the asset possible without disturbing the financial condi- 
tion of thé business. 


The accumulated funds may be utilised in the business 
itself and interest is added at a fixed rate every year. Itis 
however preferable to invest the funds in Government or 
other securities so that they may be available when wanted. 
Funds invested in the business itself are not so readily 
available. 


Method :— 
1. The Asset Account is allowed to stand at original cost. 


2. The life of the Asset is decided and its breakup value 
determined. With the help of “‘ Depreciation Fund 
Tables” the amount of annual provision to be 
accumulated at the fixed rate of interest is deter- 
mined. 


Where ‘ Depreciation Fund Tables” are not available 
the Depreciation Fund amount can be calculated on 
the following formula for £1 :— 


Interest 


— pe ee ee ee eee re eee 


Total amount of compound interest in” years. 


3. Depreciation Account is debited with the instalment 
and Depreciation Fund or the Sinking Fund Account 
is credited. 


4, Depreciation Account is closed by transfer to Profit and 
Loss Account. 


30. Eguivalent amount is invested and debited to Deprecia- 
tion Fund Investment Account. — 


6. Interest earned on investment is credited to Deprecia- 
tion Fund Account along with the annual instalment 
and is invested in the same security. 


When the Asset is worn out at the end of the period 


: 


ea 
« * il 
; @ 
Ey 
= om i sie 
q . ‘ ek eet %, 
» 


to _ Depreciation Fund Account will be debited and the 
_ Asset Account will be credited. The break-up value 
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will be realised and credited to the Asset Account. 
The Asset Account by itself should close with these 
entries. Any balance left will be an over-estimate 
or under-estimate in respect of Depreciation and will 
be adjusted to Profit and Loss Account. 


8. The securities will be realised; for the realised value, 


Bank Account will be debited and Investment 
Account will. be credited. Any profit or loss on 
investment will be adjusted to Profit and Loss 
Account. The value realised will be available to 
replace the Asset. 


illustration...A seven years’ lease costing Rs. 45,000 was 
acquired on Ist January 1939 and it was decided to provide a 
Depreciation Fund for replacement of the same at the end of 
seven years. Assuming that the Depreciation Fund invest- 
ment realised 4 per cent, the annual amount chargeable to 
depreciation is shown by the Annuity Table at Rs. 5,697-7-0. 
Show the working of the Lease Account, the Depreciation 
Fund Account and the Depreciation Fund Investment Account 
of all these years. 


Lease Account. 














Rs. Rs. 
1939 1939 
Jan.1 (To Bank ..| 45,000]Dec. 31/By Bal. C. D. we) 45,000 
1940 | 1940 ao 
Jan, { 9 ,, Bal B.D. - | 48,000)Dec, 31) ,, Bal. C. D. we} 45,000 
1941 1941 cS 
Jan. 1 », Bal. B. D. igi 45,000j/Dec. 31) ,, Bal. C. D. Pe 45,000 
1942 a2 os Bes: | 1942 | Bese 
Jan. 1 . $9 Bal. B. D;. eon 45,000 Dec. 31 99° Bal, C. D. ese 45,000 
1943 , «i943 | | _ 
Jan. 1 | ,, Bal. B, D. ...| 49,000}Dec, 31! ,, Bal. C. D. | 45,000 
1944 | she 1944 
Jan, l ” Bal. B. D. ose 45,000 Dec. bl ” Bal. c. D. eee 45,000 
7 Sigg ae aaa ere 1945 Ye 
ee ,» Bal. B, D. | 45,000 Dec. 31) ,, Depreciation 


Jan, 1 


| | Fund Account.,.| 45,000 


7 a 





1939 
Des, 31 


1940 
Dec, $1 


1941 
Dec. 31 


1942 
Des, 31 


1943 
Dec. 31 


(1944 
Dee. 31 
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Depreciation Fund Account. 


| 
To Bal. C. D. 


= pal, C.D: 


Bai.-C2D. 


| 99 





+. pal, 0, D, 


» Bal. C, D. 


» Bal. C. D. 


eos 


+, Lease Account .., 


Rs. 
5,697 7 


=o? eee ere 


A. 


| 
| 


11,622 12 


11,622 12 


Tan ower ee Ee oe 


17,785 1 





17, 185 1 








—(e4,193 14 





| 


cee OO” coe 


ae EE EEE ee 


—_=—" Seer eee 


37,790 14 


| 


37,790 14 


45,000 0 


OE gE ee Gp 


ae ee ET ge eee 








45,000 0 


Dec, 31 By Depreciation... | 
| | 


1940 


Jan, 1 | 
Dec. 31 | 


1941 


Jan. 1. 


31 


1942 


van. 1 


31 


1943 
Jan, 1 
Dec. 31 


1944 
Jan. 1 
Dec. 31 


Dec. 31 | 














Bal. B. D. 


Ld 
~ 


=‘ Bale.B. . 
» Bank (Int.) 


” Bank (Int.) 
.;, Depreciation 


Ee 


7 | 5.69% 7 


», Depreciation ... 


,, Bal. B. D. 
» Bank (Int,) 


», Depreciation... 


uceal. B.D. 
ry) Bank (Int.) 


a 
e o 


227 14 


| 
sae | 5,697 q 


ee 


11,622 12 


— ==» ee SS 


11,622 12 
464 14 
5,697 7 


17,785 1 


4 


.. (17,785 1 


711 6 
aes 7 


24, 193 ‘14 





.., 24,193 14 


» Depreciation ... 


»» Bal. B, D. 
», Bank (Int.) 
» Depreciation 


» Bal. B. D. 
»» Bank (Int.) 
» Depreciation... 


967 12 
5,697 7 


30,899 1 


30,809 1] 
1,234 6 
5,697 7 


37, 790 14 


ee OE oe eee 


37,790 14 
1,511 10 
5,697 By 
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Depreciation Fund Investment Account. 





1939 





1940 
Jani tT ,, 


Deo. 31 | 


99 


1 
, diet, 


1942 | 
Jan. Li} ,, 
Dec. 31 | ,, 





1943 
Jane Iai. 
Dee, 31 | ,, 


1944 
Jan, 1|,, 
Des. 31 | ,, 


1945. 
Jani 1 
Dee. 31 


” 


Des. 31 To Bank 


Bal. B. D. 
Bank 


Bal. B. D. 
Bank. 


Bal. B. D. 
Bank 


Bal. B. D. 
Bank 


Bal. B. D, 
Bank 


Bal. B. D. 


5, Danks: 


Rs. 


1939 | 
5,697 7% Dec. 31 |By Bal. C. D, 


ee ne re ee ee 


Dd, 920 


O88 SD ae ee 


11,622 12 


. | 11,622 12 
6,162 5 


17,785 1 


EE tee ees ce 





6,408 13 


24,193 14 


.| 24,193 14 
6,665 3 


30,859 1 


TAS GL CELDIE ACS 





6,931 13 





1940 
5,697 f Deo, 31 


1941 





1942 
.| 17,785 1 Dec, 31 


1943 
Dec. 3! 





1944 
se» | 90,359 1 |{Deo, 31 


ED ren RO SIRSEER SAEED 


37,790 14 


a oe 


Dec. 31 | 


| 


ee 





2s 


8 


99 





#9 


«945 
ve 07,790 14 |Dec, 31 | ,, 
7,209 2 


eee s 





Bal, C. D. 


Bal. C. D. 


Bal. C. D. 


Bal. C. D. 


Bale wv, 


Bank (Invest- 


SE Oe 





it oo 
5,697 7 


oe Ke Oe ee 


i Ah, Gee Ae 


"11,622 12 


eet eT ee ORT 
| 


wasj btytoa 1 


| ee Ree Rene! greg qret en se 


17,785 1 


<<» OD een 


24,193 14 





| 24,193 14 


Sy, CEE Ee SE 





. 37,790 14 





eee SRD ES TENET 


' 37,790 14 


ment realised.) 45,000 0 
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5. Insurance Policy Method._This method is preferred over 
the Depreciation Fund Investment Method, as there is always 
risk of fluctuation in value of every type of investment, where- 
as an Insurance Policy can always be taken out for a specified 
sum of money to be payable after a specified period of time. 


Under this method the annual premium payable fixes the 
annual instalment of depreciation. 


1. Depreciation Account is debited and Depreciation 
Fund Account is credited. 

2. The Premium paid is debited to Depreciation Fund . 
Policy Account which is carried forward at every closing of 
accounts. 


3. The rate of interest at which the annual premiums 
accumulate is ascertained from the Insurance Co. and interest 
is charged to Depreciation Fund Policy Account and credited to 
Depreciation Fund Account. : 


4, When the policy matures, the Depreciation Fund 
Policy Account will be credited and Bank account will be 
debited. 


5. Any balance on Depreciation Fund Policy Account is 
transferred to Depreciation fund Account. 


6. Wepreciation Fund Account is debited and Asset 
Account is credited. Any break-up value realised is also cre- 
dited to Asset Account. 


7. Any balance on Asset Account is adjusted to P. and 
is, Account. 
8. New Asset Account will be opened when new Asset 
is purchased. 


illustration: —Lease costing £10,000 for a term of 50 years 
_ is purchased on ist January 1942. Annual premium on Endow- 
ment Policy is agreed at £100. The rate of interest is taken at 
3 per cent excluding the first premium. Show the Depreciation 
Fund Account and the Endowment Policy Account. 

_ [Note.—It is the practice of Insurance Companies not to take the first pre- 
- mium into calculation in working out the sum payable. First premium is 


taken by them towards their own expenses, Hence it is written off to 
Depreciation Fund Account.) ; 





Depreciation Fund Account. 
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1942 £. s. dj 1942 ek be: b: 
Dec, 31 To Endowment Dec. 31 | By Depreciation 
Policy Account.) 160 0 0 Account ...| 100 0 0 
1943 BS pr 


Dec. 31 | To Bal. C. D. 


1944 
Dec. 31 | To Bal. C. D. 





1945 
Dec. 31 | To Bal. C. D. 


103 0 0} Dec. 31 | By Depreciation 
Accoumt gest | LOD: un B 
By Endowment 
Policy Account 


>, 





(interest}. ~ aks 


a eed 


103 0 0 103 0 0 


1944 
a. | 209°" 1 “9 Jan. 1 | By Bal. B.D. 105 202 
Dec. 31 By Depreciation 
Account ven 4 400 20 
By Endowment 
Policy (interest) 6 1 9 




















1945 


318 7% 22Jan.1. By Bal, B.D. ...| 209 1 0 


Dec. 31 | By Depreciation. 100 0 9 
By Endowment 


Policy (interest) 9 5 5 





“318 7 2 318 7 2. 


TS orEESR CEDSPoeey “ 


1946 


Jan.1 | By Bal. B,D. ..., 318 7 2 


209 1 9 209 1 9 





> bad Oe 
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Endowment Policy Account. 

































1942 | £ dj 1942 £ s. 4, 
Jan. 1 | To Bank 100 0 0j Dec. 31 | By Depreciation 
Fund Account...| 100 0 09 
| : 100 0 0 100 0 0 
1943 | * 1943 | 
Jan. 1 | To Bank .. 100 0 O[Dec. 31 | Ry Bal,C.D. .../ 103 9 90 
Dec. 31 | To Depreciation | 
Fund Account 
| (interest) ay eee 
“103 0 0 | 103 0 0 
1944 1944 | 
Jan, 1 To Bal. B.D, “ 103 0 OfDec. 31 By Bal. B.D. .... 209 1 9 
| To Bank 100 6&6 | 
Deo, 31 | To Depreciation | | 
Fund Aocount 
(interest) oy ae | a a 
209 1 9 209 0 O 
ex tr ees jan 
1945 1945 | | 
Jan. 1 | To Bal. B.D. . 209 1 Dec. 31 | By Bal. C.D. yt ee 0.8 
To Bank -. 100 0 0 | | 
Dec. $1 | To Depreciation © 
| Wund Account | d 
(interest) omel 5-1, OD 
(318 7 Qt 318 7 2 
1946 . | 
Jan. 1 | To Pes. D. $18 ‘7 3 





Some authorities consider that the Policy Account should 
be maintained at its surrender value (nine-tenths of all Pre- 
-miums except the first accumulated at 3 per cent interest). 
The difference is adjusted either to Depreciation Fund Account 
or to Profit and Loss Account. But as there would be no inten- 
tion to discontinue the Policy there is no more need to write 
it down to surrender value than there is to write down new 
machinery to breakup price. 


6. Revaluation Methods —Assets like “ Loose tools”, Pat- 
terns, Patents, Models, Live Stock have to be specially treated 
and are dealt with under this method. It involves the process 
of stock-taking and valuing at the end of the accounting period. 


Should the revaluation disclose an appreciation brought 
about by additions from Revenue, asin the case of " loose tools 
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and plant’’ inan Engineering Business, such appreciation should 
be carried to the Trading Account. This is done by transferring 
the Opening and Closing values of the Assets to the Trading 
Account in exactly the same way as is done with ‘’ Stock-in. 
trade.’ The cost of making the tools is included in the Materials 
and Wages Account and as both theseitems are debited to 
Trading Account, any difference between the two stocks isa 
proper charge on Trading Account. 


Where the appreciation is not brought about by additions 
from Revenue, it will be of a Capital nature and if taken into 
considerat:on at all, should be placed to the credit of a special 
Reserve Account. Any depreciation should be debited to 
Depreciation Account. Any appreciation being of a temporary 
nature need not be taken into account. 


General Directions. 


The following table is given asa guidance in providing 
depreciation for different assets :— 


Freehold Buildings: .. 3 per cent of original cost. Annual 
Repairs to be charged to revenue. 
Freehold Land ... No depreciation necessary so long 


as the locality remains popular. 


Leasehold Land and Build- To be written off during the term 
ings .. Of the lease. Provide for replace- 
ment by Sinking Fund if the busi- 

ness is to continue. 


Plant and Machinery. 


Boilers: | 3 .. 15 to 20 per cent on diminishing 
balances. , 

Engines | .. 10 to 124 per cent on diminishing 

4 az balances. 

Machinery — .. lOpercent on diminishing balances, 


Furniture and Fixture ... 64 per cent of original cost, on Fix- 
ed Instaiment basis. 


Horses a | ... Write off over the period of average 
é aaa Bede ~~ jife. 
- Patents and Copyrights .. i Equal annual instalments during 
ae life. 
“Loose Tools” 4. Revalue every peers at Birpsos 3 of 


accounts. | 


‘ 
i er D's 
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Repairs and Renewals Reserve.—Ourrent expenditure by way of 
repairs is necessary to preserve the life of an asset to the 
extent of its normal duration and this cost besides the charge 
for depreciation is debited to Profit and Loss Account. Small 
renewals are treated as repairs. 


In case of large renewals and replacements, it must be 
considered whether such renewals and replacements result in 
an increase in revenue earning capacity of the original asset. 
If there is an increase in the earning capacity the proportionate 
cost should be capitalised and that must itself be depreciated 
so that it is written off by the same ultimate date as the 
original asset. 


When it is known that although the current expenditure 
on repairs is light, it will be considerable in subsequent years, 
the best method is to estimate the total expenditure on 
repairs during the life of the asset and to average it over that 
period. This is done by opening a “ Maintenance Reserve 
Account’’. Every year the average provision for repairs is 
credited to it and the actual cost of repairs is debited to it. The 
balance of this account is carried forward to the Balance Sheet. 


Sometimes the provisions for repairs, renewals and depre- 
ciation are consolidated and one account is opened to cover all 
the three. 


Illustration :—A plant was purchased on Ist January 1942 for 
Rs. 25,000. It was decided to provide 74 per cent of the value 
for “ maintenance and depreciation.’’ Further addition was 
made to the plant at a cost of Rs. 5,000 on Ist January 1943. 
The repairs charges in 1943 totalled Rs.375. Show the “ plant” 
account and Maintenance and Depreciation’’ account for the 
years 1942 and 1943. 


Plant Account, 











1942 | Rs. 1942 Rs, 
Jan. 1 | To Bank ..- | 20,000 | Deo. 31 | By Bal. C.D. we | 29,000 
1943 eee Beis Sant 
Jan. 1 | To Bal. B.D. . | 25,000 | Dec. 31 By Bal. C.D. -- | 30,000 
, ToBenk | 5,000 | 
| 30,000 : 30,000. 
1944 | | | ao 
Jan. 1 | To Bal. B.D. _... | 30,000 
43 
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Maintenance and Depreciation Account. 




















| Pie | | Res. 
1942 | | 1942 | 
Deo. 31 | To Bal. C.D. ... |) 1,875 Dec. 31 | By P& LA/e we |) 1,875 
| | | (74% on Rs. 25,000) 
| 1,875 | | 1,875 
1943 ‘gas 1943 bide 
Dec. 31 To Repairs ..| 375 | Jan,1 By Bal. B.D. —... |_-1,875 
| To Bal. C, D.. ....|. 3,750. || Dec. 31| By P.& L Ale wate 
| | | (73% on Rs. 30,000) 
4,125 | | 4,195 
| —_———} | | 
| | 1944 | : 
| | Jan. 1 | By Bal. B.D. . | 3,750 
| | | | 





Difference between Reserves and Reserve Funds.—A Reserve is 
a charge against profit, before arriving at the actual net profit, 
e.g., Bad Debts Reserve, Depreciation Reserve, Repairs and 
Renewals Reserve, Income Tax Reserve. 

A Reserve Fund is created by appropriation of a part of 
net profit in order to strengthen the business. 

A Reserve is created for a specific purpose; a Reserve 
Fund is created for a General purpose 


Specific Reserves are usually shown in the Balance Sheet 
by way of deductions from the Assets against which they are 
made, where as Reserve Funds are shown on the Liabilities 
side of the Balance Sheet. 

Reserve Funds are invested in outside Securities when the 
business has sufficient surplus cash. But when the business 
needs all the cash it possesses, it would be foolish to invest 
Reserve Funds outside at a low rate of interest and borrow for 
the purpose of business at a higher rate of interest. Some 
Accountants make a distinction between the two practices. 
When the Reserve Fund is invested in the business itself, they 
callita Reserve Account and when invested outside they 
call it a Reserve Fund. 


Difference between a Reserve Fund and a Sinking Fund.—A Reserve 
Fund is built up for the general purpose of strengthening the 
business. A Sinking Fund is built up for a specific purpose, e.g. 
to replace a wasting asset or to pay off a loan after a fixed — 
period of time. A Sinking Fund is necessarily invested outside 
the business; A Reserve Fund may be invested outside. , 

Difference between a Sinking Fund for a wasting asset and one for 
repayment of a loan.—Sinking Fund fora wasting asset isa charge 
against profit; the other for repayment of a loan is an appro- 


priation out of net profit. 
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in the case of a wasting asset, at the end of the period the 
Sinking Fund account is debited and the Asset Account is cre- 
dited and both the accounts are closed. 

In case of a loan, the loan is paid out of cash, the neces- 
sary cash being provided from the sale of Sinking Fund 
Investmeng. The Sinking Fund Account remains open and is 
transferred to Reserve Fund. 


Capital Reserve Fund.—Capital profits are to be differentiated 
from ‘Trade profits. Capital profits are derived from apprecia- 
tion in the value of fixed assets or from sale of fixed assets, 
They-are not normally distributed as profits but are carried to 
Capital Reserve Fund to meet any capital loss at a future date. 

Secret or Hidden Reserve When a Reserve Fund actually 
exists but is not disclosed in the Balance Sheet it is known as 
“ Secret Reserve”. Secret Reserves are formed in several 
ways:— 

(a) by writing off assets altogether, although they con- 
tinue to possess considerable value, ¢.g., Freehold Land. 
io) by over-depreciating asseis, 


3 (c) by excessive provision for Bad and Doubtful Debts 
and Depreciation on Investment in Securities, 


(d) by charging Capitai Expenditure to Revenue Account, 

(ce) by keeping assets at cost price in spite of great 
appreciation in their value. : 

(f) Reserves for contingencies may be shown as actual 
liabilities under heading “Sundry Credit Balances’’. 

Secret Reserves are technically improper, as, on the 
Balance Sheet, the assets wil! be understated or the liabilities 
will be overstated. The correct net profits are suppressed. In 
good years the profits will be shown lower than what they are 
and in lean years they will be shown higher than what they 
are. Secret Reserves enable the business to meet extra- 
ordinary losses, without the same being disclosed. 


On the other hand, Secret Keserves add stability to the 
business; helps the business to meet extraordinary losses 
without loss of public confidence; helps to ensure a regular 


inceme. 
Exercises on Depreciation and Reserves. 


Ex.-1. Office furniture having been purchased for Rs. 1,000 
on ist January 1943, it was decided to write off 5 per cent 
depreciation on the original cost each year. Show how this 
account would appear during the first three years. 


_ Ex,-2, What do you understand by the written down value 
of assets? A machine was bought for Rs. 80,000 on lst Janu- 
ary 1938. Give the Journal Entries for writing off depreciation 
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on the written down value basis at 5 per cent per annum for 
the years 1938, 1939 and 1940. 


Ex. 3. A seven years’ Lease costing £3,000 was acquired 
on lst January 1939 and it was decided to depreciate the Lease 
by the Annuity method charging 4 percent interest. The 
Annuity Tables show that the yearly instalment foi deprecia- 
tion should be £499-16-7. 


Ex 4, <A five years’ leaseis acquired for Rs. 50,000 on Ist 
Janury 1941 and it was decided to provide for its replacement 
after the period by the Depreciation Fund Method. Depre- 
ciation Funds Table shows that the annual instalment to be 
provided for at 5 percent interest works out at Ks. 9,050. 
Show the necessary accounts affected for the 5 years. 


Ex. 5. £3,000 is paid for a lease for a term of 7 years. 
It is desired to write off this amount by means of the Depreci- 
ation Fund system, it being necessary to raise a similar amount 
at 4 per cent compound interest, in order to replace the 
lease at the end of the period. Show the ledger accounts 
essential in this matter. As per Sinking Fund Instalments 
table the amount required to be invested yearly works out at 
£ 379-16s “Vd. 


Ex, 6. (R. A. 1943)—What do you understand by the term 
Secret Reserve? How are such Reserves created and what in 
your opinion are its advantages and disadvantages ? 


Ex. 7. (R.A. 7935)—Briefly describe the different methods 
of providing for depreciation and state which method you 
would apply to each of the undermentioned assets: 

(a) A freehold building in good state of repair, 
(») Printing Machine (five years expected life), 
(c) Lease of factory (24 years unexpired). 


Ex. 8. In a concern where the current expenditure on 
repairs is comparatively slight but where it is known that 
the expenditure at a subsequent period will be considerable, 
you find that a Repairs Reserve Account is created and credit- 
ed every year for Rs. 90,000. What is the object of creating 
such an account and how is the amount of Rs. 90,000 ascer- 
tained ? | 

If the actual repairs amounted to Ks. 9,000 in the first 
year, Rs. 21,000 in the second year and Rs. 33,000 in the ord 
year, what would be the revenue charges for the respective 
years? | ) ; 

Show the Repairs Reserve Account for the three years, 

; 3 tee 


. 
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Ex. 9. A Company has acquired land on a Lease of 30 
years and has created a building costing Rs. 9,90,000. You find 
from the Sinking Fund Tables that the amount for the repay- 
ment of Ks. 9,90,000 in 30 years by way of annuity at 95 per 
cent per annum is Rs. 64,440 per year. Make up the lease- 
hold account for the first three years and show tne net charge 
to revenue for each year in connection with the leasehold. 


Ex. 10. What is the difference between a Sinking Fund to 
replace a wasting asset and one to repay a liability ? illustrate 
your answer by showing the difference in effect at the end of 
5 years in the following cases :-— 


1. A sinking fund to replace at the end of years ona 
lease-hold property valued at £6,000. 


2. A sinking fund to repay £6,000 mortgage loan at the 
end of 9 years. 


Ex. 11. (Undian Inst. of Bankers 1945)—The Air Associates, 
Ltd., rebuild and reequip part of their works at a cost of 
Rs, 50,000. The part of the old works thus superseded cost 
Rs. 30,000. The capacity of the new works is double than that 
of the old. ks. 2,000 is realised by sale of old materials and 
old materials valued at Rs. 1,000 are used in the reconstruction 
and included in the cost of Rs. 30,000 above mentioned. The 
cost of labour and materials is 10 per cent higher now than 
when the old works were built. 

Give the Journal Entries for recording the above transac: 
tions in the Books of the Company, showing particularly what 
amount you consider should be charged to Capital Expenditure. 


Ex, 12. Undian Inst. of Bankers’ 1945)—The Directors of 
Textiles Limited decided to replace entirely their plant which 
is now out of date. Having advertised for tenders for the new 
machinery they require, they accept that sent in by Modern 
Machineries Ltd., amounting to Rs. 6,19,500. | 

- The old machinery and plant stood in the hooks of the 
Company at Rs. 3,78,000. There was also a Depreciation Fund 
in the books, the accumulated credit balance of which amount- 
ed to Rs. 73,500. Some of the materials composing the old 
machinery were found to be in good condition, and the Modern 
Machineries Ltd., agreed to take over shafting, etc., valued at 
Rs. 38,500 for use again; whilst the remainder was put up for 
auction and realised Ks. 84,000 net. 

Make the entries necessary to record these transactions 
in the books of the Textiles Ltd., and state how you would 
deal with the balance of the “Old Machinery and Plant 

Account’. 
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CHAPTER XXVIII. 
Accounts of Joint Stock Companies. 


In India, the Law in respect to Joint Stock Companies is 
laid down in the Indian Companies Act of 1913 as amended 
to date. Its main requirements are:—An Association or a 
Company consisting of more than ten persons and carrying on 
the business of Banking shall be registered as a Joint Stock 
Company ; an Association or a Company, consisting of more 
than twenty persons and carrying on business other than 
the business of Banking shall be registered as a Joint Stock 
Company. 


A Joint Stock Company may have the liability of its 
members limited or unlimited. A Limited Company may have 
the liability of its members limited by shares or limited by 
guarantee. 


A Limited Company enjoys certain advantages over a part- 
nership. in partnership, every partner is liable to an unlimit- 
ed extent for partnership debt. In a Limited Company the 
liability of a share-holder is limited to the value ofthe share 
he holds. A partnership has to be dissolved on death, insol- 
vency,or retirement of a partner. A Limited Company is not 
affected by death, insolvency or retirement of a share-holder, 
In a partnership, every partner can bind his co-partners by his 
signature, and hasa right to participate actively in the part- 
nership business. A share-holder of a Limited Company has 
no right to participate actively or incur liability on behalf of 
the Company. The accounts of a Joint Stock Company are re- 
quired under law tobe audited every year by qualified auditors ; 
there is no such requirement for partnership. 


Difference between a Public Limited and a Private Limited Company. 


i. Every Public Limited Company must have at least 
seven share-hoiders and at least three directors. Ina Private 
Company two members are sufficient and unless it is a subsi- 
diary of a Public Company it may not have any director. 


9. A Private Limited Company cannot have more than 
fifty share-holders excluding those who are in the employment 
of the Company. A Public Limited Company may have any 
bpumber of share-holders not iess than seven, 


3. A Private Limited Company is prohibited from invit- 

ing the public to subscribe to its shares or debentures and has 
the right to restrict the transfer of itsshares. A Company 
which does not observe these restrictions is a Public Company. 
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Floatation of a Public Limited Company : Procedure.—Persons 
interested in the floatation are called promoters. They decide 
the exact nature of the business the company is to undertake ; 
the place where the registered office of the company is to be 
located: the place where the factory or factories of the 
company aye to be constructed; the extent of the capital that 
would be needed to work the enterprise and the form in which 
this capital is to be raised; whether the management is to be 
entrusted to a Managing Agent or a Managing Director and 
the remuneration to be paid to him and the duration of his 
employment. The Indian Companies Act lays down that no 
Managing Agent shail be appointed for a Banking Company 
and in respect to companies other than Banking Companies, 
the period of employment of a Managing Agent shall not exced 
twenty years, though the period may be renewed on its termi- 
nation. Insurance Companies cannot be managed by Manag- 
ing Agents. Incase of Managing Agents appointed after 15th 
Jannary 1937 their remuneration must be fixed as a per cen- 
tage of the net yearly profits earned by the Company and an 
office allowance as fixed by the Contract of Management. 


Having completed the above preliminaries the promoters 
willinstruct their Legal Advisers to prepare the Memorandum 
and Articles of Association of the new Company. The Memo- 
randum states the name under which the Company is started ; 
the place where its Registered Office shall be located ;: the 
nature of business the Company is going to undertake; the 

extent of the capital the Company is going to raise and the 
form in which such capital is to be raised; the names of the 
Managing Agents andremuneration to be paidto them. The 
Memorandum records that the liability of the share-hulder is 
to be limited. The Memorandum is to be signed by at least 
seven subscribers with their names and addresses and each one 
has to state against his name, the number of shares he has 
taken or agreed to take. 


Articles of Association may be defined as regulations 
framed for the internal management of the Company. It fixes 
the rights attaching to different classes of share-holders ; lays 

down procedure for transfer and transmission of Shares; fixes 

the powers, rights and duties of Directors and Managing 
Agents, their qualifications and their remunerations ; lays 
down the procedure for Meetings of share holders, etc. 


_ The Indian Companies Act lays down model regulations to 
be incorporated in the Articles of Association of a Limited 
Company. These are contained under Table A in the first 
schedule to the Act. Section 17 of the Act requires that Cer- 
tain of these regulations shall be included in the Articles of 
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Association of every Company. The Articles are also to be 
signed by the subscribers who sign the Memorandum. 


After the Memorandum and Articles of Association are 
printed and signed, they are stamped and lodged for registra- 
tion with the Registrar of Joint Stock Companies. Along with 
them the following documents are also to be lodged:— 


1. A list of persons who have consented to act as Direc- 
tors with their written consent and a written undertaking to 
pay for qualification shares. 


2. A Statutory Declaration by the solicitor or the secre- 
tary that all the requirements of the Companies Act have been 
complied with. 


In case of a Company limited by shares if the Articles are 
not registered along with the Memorandum, the regulations in 
Table A become applicable. 


If the Registrar is satisfied that every document isin 
order, he issues a Certificate of Incorporation. The promoters 
thereupon proceed ‘to issue an invitation to the public to sub- 
scribe to the Capital of the Company. Thisinvitation generally 
takes the form of a newspaper advertisement or a circular 
letter by a firm of underwriters or brokers, and it is termed 
a Prospectus. A copy of such Prospectus has to be signed by 
every Director and has to be filed for registration with the 
Registrar of Joint Stock Companies before it is issued. 


Contents of the Prospectus.—The Prospectus must give :— 


(1) The main contents of the Memorandum : as regards 
the purpose for which the Company is started ; the address 
where the registered office and the works if any are to be loca- 
ted; the names and descriptions of the signatories and the 
number of shares subscribed by each. 


(2) The namesand descriptions of the persons who have 
agreed to work as Directors and of the managers or Managing 
Agents and the qualification shares a Director should hold. 


(3) The Nominal Capital of the Company and the 
manner in which it is divided into different classes of shares. 


(4): The extent of the capital that is offered for subscrip- 
tion by the public in respect to each class of share; the amount 
payable on application and on allotment; the last date for 
receipt of applications and the minimum subscription on 
which the Directors may proceed to allotment. 


(Under Section 101 of the Act the Directors while fixing 
the amount of minimum subscription have to provide for 
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(1) Purchase Price for any property to be acquired whether 
existing or new, (2) ) Working Capital, (3) Preliminary Expenses, 
and (4) Commission on issue of shares). 


(5) If there are shares of more than one class the rights 
in respect to voting, capital and dividends attached to each 
Class. ¥ 

(6) The interest of each of the Directors in the working of 
the Company and remuneration payable to Directors and 
Managing Agents. 


(7) Where any portion of the share issue or debenture issue 
is underwritten, the name of the Underwriter and the commis- 
sion payable to him. 


(8) Where any property is purchased or proposed to be 
purchased, the names of the vendors and the price payable to 
them and also wheth:ritis payable in cash, shares or deben- 
tures; whether any amount is payable for goodwill. 


(9} An estimate of preliminary expenses. 


(10) An indigation of any contracts that have been entered 
into on behalf of the Company and where they can be examined ; 


(11) An indication of the business piaswents of the ay geped 
during the next three years. 


Statement in lieu of Prospectus.—-Sometimes the Directors and 
their friends take up the capital by themselves and there is no 
need to make a public appeal. In such a case, a Statement in 
lieu of Prospectus, signed by every person whois named therein 
as a Director, has to be filed with the Registrar of Joint Stock 
Companies before any share is allotted. 
Application money —The act lays‘down that the amount 
payable on application on each share shall not be less than 5 
per cent of the nominal amount of the share. 





proceed to- ‘allotment of shares, unless sopltantions are received 
for the amount of share capital stated in the Prospectus as the 
minimum subscription and a sumof at least 5 percent thereof 
has been received in cash. 

A return of the allotments made has to be filed with the 
Registrar of Joint Stock Companies within one month from the 
date of allotment, in the form as prescribed under section 104 
of ies Act. 

_ Moneys received from L saipective shareholders.— All such moneys 
have to be banked in tact with a Scheduled Bank until the 
certificate to commence business is obtained. (Section 101). 
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Restriction on commencement of Business.-—-It ig laid down under 
section 103 that a Company shall not commence any business 
or exercise any borrowing powers, unless (1) there has been 
filed with the Registrar of Joint Stock Companies a duly 
verified declaration by the Secretary or one of the Directors in 
the prescribed form, to the effect that shares have been allotted 
to an amount not less than the prescribed minimum and every 
Director has paid for the shares taken or contracted for by him 
and (2) the Registrar has issued a certificate that the Company 
is entitled to commence business. 


Issue of shares at discount and Redeemable Preference Shares.— 
Under section 105-A of the Act, itshall belawful for a Company 
to issue at a discount share of the Company ofa class already 
issued, provided (1) such issue is authorised by a resolution 
passed by a General Meeting of the Shareholders and ia 
sanctioned by the Court; (2) the shares are issued within six 
months after the date of the Court’s sanction, (3) not less than 
one year has passed since the date on which the Company was 
authorised to commence business. 


Under section 105-B of the Act, a Company, if so authorised 
by its Articles, may issue Preference Shares which are liable 
to be redeemed provided no shares shall be redeemed unless 
they are fully paid and except out of profits of the Company or 
out of a fresh issue of shares made for the purpose of 
redemption. 


Statutory Meeting and Statutory Report.—Under section 77 of 
the Act, every Company limited by shares shall, within a 
period of not less than one month nor more than six months, 
from the date at which the Company is authorised to commence 
business, hold a general meeting of the members which shall 
be called the Statutory Meeting. Twenty-one days before the 
date of the meeting the Directors shall supply to each member 
a copy of the Statutory Report which shall be signed by not 
less than two Directors or by the Chairman if so authorised by 
the Directors. The report shall state :— j 


‘(1) the number of shares allotted in each class and 
payment received thereon; 

(2) particulars of contracts entered into by the Company; 

(3).an obstract of Receipts and Payments of the 
Company and an account of Preliminary Expenses paid and 
incurred; 

(4) any arrears of calls due from Directors or Managing 
Agents; 

(5) the extent to which underwriting contracts were 
carried out and underwriting commission and brokerage paid. 
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General Meeting —Every Company must hold a General 
Meeting of its Shareholders within 18 months from date 
of its incorporation and thereafter once atleast in every 
calendar year and not more than 15 months after the 
preceeding General Meeting. 

Exemptions to Private Limited Companies.— Private Companies 
are exempted from the following provisions which apply to 
Public Companies :—— 


(z) Restrictions on appointment of Directors. 

(6) Securing of minimum subscription. 

(c) Obtaining of a certificate to commence business. 
(d) Restrictions on allotment of shares. 


(c) Holding of a Statutory Meeting and circulating and 
filing a Statutory Report. 

(f) Retirement by rotation of not less than twot-thirds of 
the total number of Directors. 

(g) Restriction on number of Directors that can be 
appointed by Managing Agents. 

(2) Circulation of Annual Balance Sheet, Profit and 
Less Account and Auditor’s Report amongst the shareholders. 


Books of a Joint Stock Company.—These books can be classified 
in two groups :—Financial and Statutory. 

Of the Financial Books, the Cash Book will be the only 
book common toa!ll Companies. The nature of the rest of the 
Financial Books will be determined by the nature of businegs in 
which a Company is engaged. 

In respect to the Statutory Books, every Limited Company 
has to compulsorily maintain the following eight :— 


1. Register of Members showing the name, address and 
occupation of each member; the date on which he became a 
member; a statement of shares held by him with their 
distinctive numbers; the number of shares sold by him with 
their distinctive numbers ; the date at which he ceases to be a 
member. The Financial Books from which the Register of 
Members is posted are the Share Application and Allotment 
Book, the Call Books and the kegister of Transfers. The entry 
in the Register of Members is the prima facie evadence of 
membership. 3 


2. An index of Members, which may be in the form of C 
Index. This Index has to be maintained by every canoes 
ae Soh oe a0 heaies The Index has to be altered 
within fourteen days after any alteration has been j 
Register of Members. pers vere 
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3. Annual list of Members and summary of Share Capital.--This 
list has to be prepared within 18 months from the date of 
incorporation of the Company and thereafter once at least in 
every year. This list shall state the names. addresses and 
occupations and the number of shares held by each member 
Specifying the shares transferred from the date of last return 
and also the names, addresses and occupations of these who 
have ceased to be members. 


The return must also contain, as a separate part, a sum- 
mary of shares issued for cash and those issued as fully or 
partly paid up otherwise than for cash: particulars as to share 
capital and its division: total number of shares issued, amount 
of calls made, received and unpaid ; amount of underwriting 
comimission paid on placing shares: discount on shares allowed 
and not written off; shares forfeited: share warrants 
outstanding, issued and surrendered; names of Directors, 
Managers and Managing Agents, their addresses and 
occupation and changes since the last return; the amount of 
debts secured by mortgage of Company's assets. 


4, Minutes’ Book.—These Minutes have to be maintained 
in respect to meetings of both the Directors and the Members. 
The Books are to be kept at the Registered Office of the 
Company and shall, during business hours, be open to inspection 
of any member without any charge. Any member is entitlea 
to obtain a copy of the Minutes at any time after seven days of 
the meeting at a charge not exceeding six annas for every 
hundred words. Any such Minute when purporting to be 
signed by the Chairman of the meeting at which the proceed- 
ings were held or by the Chairman of the next succeeding 
meeting shall be priv facie evidence of the proceedings. 


5. Register of Directors, Managers and Managing Agents.—This 
Register has to be maintained at the Registered Office of the 
Company and contains particulars regarding names in full, 
nationality, residential address, business occupation and parti- 
culars of any other directorship in respect to every Director, 
Manager or Managing Agent. 


When a person is newly appointed to an office or when 
there is any change, a return of such change has to be filed 
within fourteen days of such appointment or change with the 
Registrar of Joint Stock Companies, 


The Register is to be kept open for inspection of any 
member during business hours. | 
6. Register of Contracts in which a Director is interested.—This 
register shall contain full particulars of all contracts and 
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agreements in which a Director of the Company is interested 
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or concerned and shall be open to inspection of any member 
during business hours. 


7. Register of Mortgages and Charges —Every mortgage or 
charge effecting the property of the Company has to be enter- 
ed in fuli detaiis inthe Register. This bookis of vital import- 
ance to creditors of a Company as anyone by inspection can 
know the extent to which assets of the Company have been 
charged. 


Kvery charge created by a Joint Stock Company has to be 
registered with the Registrar of Joint Stock Companies within 
twenty-one days of the charge being created and if it is not so 
registered the charge is void. 


8. Register of Debenture-holders.—It contains a record 
of name, address and occupation of each debenture-holder, the 
value of debentures held by him with their distinctive numbers 
and value of debentures transferred by him. This Register is 
open to inspection of any debenture-holder during a part of 
business hours, 


Books of Accounts —Section 130 of the Act lays down that 
every company shall cause to be kept proper books of accounts 
with respect to— 


1. All sums of money received and expended by the 
company and the matters in respect of which the receipt and 
expenditure takes place. 


2. Allsales and purchases of goods by the Company. 
3. The assets and liabilities of the Company. 


These books are to be kept at the Registered Office of the 
Company or at any other place as the Directors think fit and 
shall be open to inspection by the Directors during business 
hours. 


Annual Accounts.—Section 131 of the Act requires that 
Directors of every Company shall at some date not later than 
eighteen months after the incorporation of the Company and 
subsequently once at least in every calendar year lay before 

the Company in general meeting a Balance Sheet and a Profit 
and Loss Account or in the case of a Company not trading for 
profit an © Income and Expenditure” Account. Thé accounts 
should cover a period, in the case of the first account since the 
incorporation of the Company andin any other case since the 
preceding account, up to a date not earlier than the date of 
of the meeting by — than nine welt or in the case of a 
Company carrying on business or having interest outsi 
British India by more than 12 months. we 
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Provided that the Registrar may for any special reason 
extend the period by a period not exceeding three months. 


(2) The Profit and Loss Account shall show, arranged 
under the most convenient heads, the amount of gross income, 
distinguishing the several sources from which it is derived and 
the amount of gross expenditure distinguishing the expenses 
of the establishment, salaries and other like matters. Every 
item of expenditure fairly chargeable against the year’s in- 
come shall be brought into account, so that a just Profit and 
Loss Account may be laid before the meeting. In cases where 
any item of expenditure which may in fairness be distributed 
over several years has been incurred in any one year, the 
whole amount of such item shall be stated with the addition of 
the reasons why only a portion of such expenditure is charged 
against the income of the year. The Profit and Loss Account 
shall also include particulars showing the total of the amount 
paid whether as fees, percentages or otherwise tothe Manag- 
ing Agentif any and the Directors respectively as remuneration 
for their service. 


The Balance Sheet shall bein the form marked F in the 
third Schedule or as near thereto. 


(3) The Balance Sheet and the Profit and Loss Account 
shall be audited by an Auditor qualified under section 144 and 
the Auditor’s Report shali be attached thereto, and the Report 
shall be read before the Company in general meeting and shall 
be open to inspection by any member ei the Company. In the 
case of a Banking Company the Balance Sheet has to be signed 
by the Manager and at least three Directors. In case of any 
other Company it has to be signed by the Manager and at least 
two Directors. 


(4) The Directors’ Report must be attached to every 
Balance Sheet and such report must include their opinion as 
to the state of the Company’s affairs as also their recommenda- 
tions with regard to Dividends and Reserves. 


(5) Every Company other than a private company shall 
send 2 copy of such Balance Sheet and Profit and Loss Account 
or Income.and Expenditure Account so audited together witha 
copy of the Auditor’s Keport to the registered address of every 
member of the Company at least fourteen days before the 
meeting at which it is to be considered and shall deposit a copy 
ot the registered office of the Company for the inspection of the 
members during a period of at least fourteen days before that 


meeting. 
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(6) After the Balance Sheet and the Profit and Loss 
A ccount have been laid before the Company at a general meeting 
a copy of each duly signed by the Secretary or the Manager 
shall be filed with the Registrar of Joint Stock Companies at 
the same time as the copy of the Annual List of Members. lf 
the General Body before which the Balance Sheet is laid does 
not adopt it, a statement of the fact and reasons therefor shall 
be annexed to the Balance Sheet at the time of filing. 


Capital of a Company. 


Nominal or Authorised Capital of a Company is the amount of 
total capital that is fixed in the Memorandum of that Company. 
1t¢ cannot be altered without the consent of the General Meet- 
ing of Members and snbsequent confirmation by the Court of 
Law. Itis also known as Registered Capital as the Memo- 
randum has to be registered with the Registrar of Joint Stock 
Companies. 


issued Capital of a Company is a part or whole of the Regis- 
tered Capital that is issued for subscription to the public by the 
Board of Directors. 


Subscribed Capital of a Company is a part or whole of the 
Issued Capital which has been subscribed by the public. A 
part of the Subscribed Capital may remain uncalled by the 
Board of Directors and may therefore remain unpaid, and is 
therefore termed “ Uncalled Capital’. 


Paid-up Capital of a Company is a part or whole of the Subs- 
cribed Capital which has been called by the Board of Directors 
_ less the amount of unpaid calls. 


Reserve Capital is that part of Subscribed Capital which is 
uncalled and which is not capable of being called up except in 
the event and for the purpose of winding up. 


The Authorised Capital, Issued Capital and Subscribed 
Capital are all to be shown separately on a Company’s Balance 
Sheet. 

Classes of Shares. 


A Share is a portion of a Limited Company’s Capita] owned 
by a Shareholder. There are different classes of Shares, ieach 
glass having itsrights and restrictions. 

Ordinary Shares have no special rights but for the ordinary 
right to participate in the profits and vote at General Body 
Meetings of the Company. 

Preference Shares are those which are given a prior claim on 
any profits available for dividend. They may also have a prior 
claim to repayment of Capital in the event of liquidation of the 
Company. 
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Cumulative Preference Shares. On Ordinary Preference Shares, 
dividend is payable only out of profits of each year; if not paid 
then the Ordinary Preference Shareholder cannot claim to 
receive it out of profits of subsequent years. On Cumulative 
Preference Shares, the fixed dividend accumulates if not paid 
and the arrears of dividend are treated asa Contingent Liabi- 
lity and shown on the Balance Sheet. 


Preferred Ordinary Shares are those which have a right to a 
fixed dividend after the payment of dividend to Preference 
Shareholders. 


Deferred Ordinary Shares are those which rank for dividend 
after the Preferred Ordinary Shares and are usually entitled to 
profits then remaining. They are often taken by the Founders 
or Promoters of a Company and when so issued, they are 
Known as Founders’ Shares. 


Redeemable Preference Shares are issued by a Company if it is 
authorised to do so by its Articles. They cannot be redeemed 
unless they are fully paid and their repayment can be only 
from a Fund accumulated out of profits which would otherwise 
be available for dividend or out of proceeds of a fresh issue of 
of Shares. A Company having this class of Share has to in- 
Clude a Statement in its Balance Sheet to show what part of 
Issued Capital consists of these shares and the date on or before 
which they are to be redeemed. 

Accounts — Floatation of a new Company:—Besides the Financial 
Books, a Company maintains a number of Statistical Books. 
Entries relating to the record of share capital transactions are 
entered in the Financial Books in totals and the details thereof 
are recorded in Statistical Books. The following Statistical 
Books are usually maintained :— 


(1) Share Application and Allotment Book for each class 
of share. 


(2) Share Call Book for each call. 

(3) Register of Share Transfers. 

(4) Shareholders Dividend Book. 

(5) Register of sealed Documents. 

(6) Register of Share Certificates, 

(7) Register of Powers of Attorney. 

(8) Register of Probates. : 
(9) Register of Share Warrants. 


me) A Debenture Application and Allotment pe if 
a bie are issued. 
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Procedure for Accounting :—(1) As applications for shares are 
received with application money, the moneys are banked and 
the applications are registered in the Share Application and 
Allotment Book. 


(2) After the minimum subscription is reached the Board 
of Directors proceed to allotment. The Secretary thereafter 
writes out and despatches a letter of Allotment to each appli- 
cant. In case of over-subscription, a smaller number of shares 
than applied for is allotted to applicants and in some cases no 
allotment is made. In the former case the surplus Application 
Money is adjusted to Allotment Money payable by the appli- 
cants and in the latter case the Application Money is returned 
by cheques with a Letter of Regret. 


As soon as Allotment Letters are despatched the following 
Journal Entries are passed :— 


Share Application Money A/c Dr. | sees | 
To Share Capital | ¥ 
(being application money | 

received on ..........shares | | 
Sy ee eee | | 
Rs............. . per share) | 
| 

| 











Share Allotment Money A/c Dr. | 
To Share Capital | 
(being allotment money due | 
ON-+++ee++e Shares issued | 
ae SS 7: eee ee | 
per share) | 
Note :—Where several distinct classes of shares are issued, 

a separate Share Capital Account must be opened for each class. 


2 Share Application and Allotment Book and Share Call Book: — 
Specimens of these books are given on next two pages. 
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_ Cash Book.—Application Moneys received will be entered 
in the Bank column on the Receipts side of the Cash Book: 

To Application Money Account’’. Application moneys 
refunded with Letters of Kegret will be entered in the Bank 
column on the Payments side of the Cash Book : “ By Applica- 
tion Money Account”’. 


Allotment Money received will be entered in the Bank 
column on the Receipts side of the Cash Book: “To Allotment 
Money Account.” 


Ledger.—Share Capital Account, Application money Account, 
and Allotment Money Account for each class of share will be 
opened in the Ledger and postings made. 


Calis—-Sometimes the promoters prefer to collect the 
capital in stages and usually the Prospectus mentions'the dates 
on which further calls would be made onthe Shareholders, 
In the absence of such arrangement, the Board of Directors in 
their discretion can make a call on the unpaid capital by pass- 
ing a resolution and giving the required notice to each share- 
holder. 


After the call Notice is issued, the particulars about the 
call due from each member will be enteredin the Share Call 
Book. A journal entry will be passed as under :— 


Share Call Account es Dr! 
To Share Capital 

Being call money due ON........000 

Shares at Rs.......e006- per share. 





SRLS 


As moneys are received from day to-day they will be banked 
apd entered in the Bank column onthe Receipts sidc of the 
Cash Book: “ To Share Call Account”’. 


Entries must be made in a similar manner to record the 
second and subseguent calls that may be made as fixed in the 
Prospectus or as and when the Directors decide. 








Unpaid Allotment Money and unpaid Calls.—If a portion of the 
Allotment Money or Call Money remains unpaid, the respec- 
tive accounts will show a debit balance which will be shown 
on the Balance Sheet in conjunction with Share Capital, the 
arrears being deducted. 


Interest on Calls in Arrears.—Most Articles authorise the 
Directors to charge interest on calls not paid within the 
specified time. Special columns are provided in the Call Book 
as to such interest due. At the timeof balancing, such interest 
due is debited to Interest Receivable Account and credited to 


Interest Account. 
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Cails in Advance-——Some Shareholders not desiring to be 
troubled by future calls, prefer to pay the share values in full. 
In such cases, moneys received in advance before calis are 
made are credited to “Calls in Advance’’ Account. No divid- 
end will be payable on this money as it does not form part of 
Company's Capital. Most Articles of Association however 
authorise the Directors to pay interest on amounts received in 
advance on account of calls. When the call is made, “ Calls 
in Advance”’ Account is debited and the Cal} Account is 
credited. 


On the Balance Sheet Calls in Advance are not shown asa 
separate item on the Liabilities side. This item appears in 
association with “Issued and Paid up Capital’’, the Calls in 
Advance being added. 


Hlustration—A Limited Company with an Authorised 
Capital of Rupees Ten Lakhs in Shares of Rs, 10 each, issued 
50,000 of such shares payable Rs. 2-8-0 per share on application, 
Rs. 2-8-0 on allotment and Rs. 2-8-0 three months later, and the 
balance asand when required. All moneys payable on allot- 
ment were duly received but when the call of Rs. 2-8-0 was 
made one shareholder failed to pay the amount due on his 
100 shares; another shareholder who also had 100 shares paid 

them in full. Show the Capital on the Company Balance 
sheet. 


SOLUTION. Balance Sheet. 








CAPITAL & LIABILITIES. 


Nominal Capital. 
1,00,000 shares of Rs. 10 each 











Issued Capital. 
1,00,000 shares of Rs. 10 each Re 7-8-0 | 
per share called up 
Add Calis paid in advance 


3.75,250 | 0| 0 
250 | 01 0 
\——-—|—'_] 3,75,000 | o| 0 





Less Calls in arrears 





illustration —A Limited Company with a Registered Capita} 

of Rs 10,00,000 issued 25,000 Ordinary Shares of Ré. 10 each, 
payable at 2 per share on application, Rs. 2 per share on allot- 
ment and Rs. 3 per share on First Call. It also issued 25,000 
Preference Shares of Rs. 10 each payable Re. 1 per share on 
application, Rs. 2 per share on allotment, Rs.3 per share on 
First Call and Rs. 4 per share on Final Call. All the money 
was duly received with the exception of Ks. 1,500 in respeot of 


$s 
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First Call on Ordinary shares and Rs. 3,000 on account of 
First Calland Rs. 10,000 on account of Final Call on Preference 
Shares. Make the necessary Journal, Cash Book and Ledger 
entries and show howthe Share Capital will appear in the 
Balance Sheet. 




















Cash Book. 
Date, Particulars. Bank | Date. Particulars. Bank. 
ete eet __Rs. ere 
To Application Ao- By Balance Carried 
count (Ordinary forward... 4,106,500 
shares) ...| 90,000 


Being Cash receive 
on application of 
25,000 ordinary 
shares) 

To Application Ac- 
count (Preference 
shares) ...| 20,000 

Being Cash received 
on application of 
25,000 preference 
shares). 

To Allotment Account 
(Ordinary shares) ...| 50,000 

(Being Allotment 

money received on 
25,000 ordinary | 
share). 

To Allotment Account 
(Preference Shares). 50,000 

(Being Allotment. 
money received on 
25,000 preference 
shares). | 

To First Call Account 

| (Ordinary shares) ..| 73,500 

(Being First Call 
money received on 
24,500 ordinary | 
shares). 

To First Call Account 
(Preference shares). 72,000 

(Being First Call 
money received on 
24,000 Preference 
shares). 

To Final Cal] Account, | 
(Preference shares). %0,000 

(Being Final Call 
money received on. 
22,500 Preference | 
Shares). | 














| Hed Ae 


- 4,10,500 | Re... 4,10,500, 
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Journal Entries. 





Application Account (Ordinary shares) Dr. 
To Ordinary Share Capital Account. 

(Being the transfer of application money received 
on 25,000 ordinary shares to Ordinary Share 
Capital Account. | 


a OT 





Application Account (Preference Shares) Dr. 
To Prefersnoe Share Capital Account. 

(Being the transfer of application money received 
on 25,000 Preference Shares to Preference Share 
Capital Account. 





i ee 


Allotment Account (Ordinary Shares) Dr. 
To Ordinary Share Capital Account. 

(Being the total amount due on allotment of 25,000 
Ordinary Shares at Rs. 2 per share as per Board's 
Kesolution dated............5:), 








Allotment Account (Preference Shares) Dr, 
To Prefereuce Share Capital Account. 

(Being tho total amount due on allotment of 25,000) 
Preference shares at Rs. 2 per share as per 
Board’s Resobution dated............ ). 





a i PEI te 


First Call Accouat (Ordinary Shares) Dr, 
To Ordinary Share Capital Account. 

(Being the total amount due on First Call of Rs. 3 
per share on 25,000 Ordinary Shares as per 
Board’s Resolution dated.,...., cc... }s 





ee 
i nen Te aia ciapiia ati 


First Call Account (Preference Shares) Dr. 
To Preference Share Capital Account. 

(Being the total amount due on First Call of Rs. 3 
per share on 25,000 Preference Shares as per 
Board’s Resolution dated......... ..), 





A El ne 


Final Cali Account (Preference Shares) Dr. 
To Preference Share Capital Account. } 

(Being the total amount due on Final Call of Rs. 4 
per share on 25,000 Preference Shares as per 
Board's Resolution dated........... ). 

















50,000 | 50,000 





25,000 
20,000 
50,000 
50,000 
50,000 
50,000 
! 
79,000 
75,000 
| 45,000 
75,000 
1,00,000 
1,00,000 
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Ordinary Share Capital Account. 


12 RSS eg ST ETRE ASAT ATIC A ASLAN RA ARDS AERA AS Beh lS RRS CGR A a 8 ESS PIO SERRA NEL SL 














| Rs. Rs. 
To Balance o/d ..| 1,75,000 | By Application Account | 

| (Ordinary Shares) . 50,000 

| » Allotment Account 
(Ordinary Shares) 50,000 

» First Call et 
| (Ordinary Shares) . a 75,000 
Rs...{ 1,75,000 | 1,75, 000 
eae Panes tat | 1,275,500 








_ Preference Share Capital Account. 





Rs. 
To Balance c/d ...| %,50,000 | By Application Account — 
(Preference Shares)... 29,000 
Yo Allotment Account | 
| (Preference Shares)... | 50,000 
|», First Call Account | 


























| (Preference Shares)... | 75,000 
| | 4, Final Call Account 
(Preference Shares)... | 1,00,000 
Rs... | 2,50,000 Rs... | 2,50,000 
, Balance b/d - | 2,50,000 
Application Account (Ordinary Shares) 
Rs. | Rs. 
To Ordinary Share | By Bank bas 50,000 
Account 50,000 
Allotment Account (Ordinary Shares) 
Rs. Rs. 
To Ordinary Share Capital ; By Bank ee 90,000 








Account | 0,000 
= a - [eae aaa: 





_ First Call Account (Ordinary Shares) _ 








Rs. , Rs. 
To Ordinary Share Capital By Bank | xs 73,500 
‘ Asad sh 75,000 | ,, Balance c/d ve 1,500 
Rs... 75,000 Rs... 75,000 


Balance b/d oy 1,500 | 
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Application Account (Preference Shares) 





To Preference Share a 'By Bank ia 




















25,000 
Capital Account 25,000 | 
Allotment Account (Preference Shares) 
i eee ee ee ee a ee ee 
| Rs. ' 
To Preference Share ‘By Bank | 50,000 
Capital Account ...'_ ~—- 0,000 | 
‘First Call Account (Preference Shares wo 
| | | | 
| Rs. | Rs. 
To Preference Share | By Bank fae 72,000 
Capital Account ... 75,000 | ,, Balance c/d es 3,000 
Ree 75,000, Rs... | 75,000 
» Balance b/d aoe 3,000 | 
Final Call Account (Preference Shares) 
i Rs. | Rs. 
To Preference Share | ' By Bank {9 90,006 
Capital Account .../ 1,00,000 | ,, Balance c/d a 10,000 
Rs... 1,00,000 Rs... _ 1,00,000 


ee, SO eee SS NS ea ee nam, CT 





» Balance b/d ed 10,000 


Balance Sheet of the............Company Limited 
Ae Obs... MOURRLIIR oy 


CAPITAL & LIABILITIES. Rs. Rs. | Rs. 


Authorised Capital :— 
~ $0,000 Ordinary Shares of Rs. 10 each ... | 

50,0 0 Preference Share of Rs. 10 each... | , 

| ———__——-| 10, 00,000 | 

Issued and Subscribed Capital :— | 
25,000 Ordinary Shares of Rs. 10 each ...' 250,000 
25,000 Preference Shares of Rs. 10 each... 95 

5,00,000 





Amount called up :-— 
25,000 Ordinary Shares of Rs. 10 each. | 
Rs 7 per share called w» | 175,000 | 
Less calls in arrear ne 1,500 | 

Bh eon 1,73, 500 





25,000 Preference Shares of Rs. 10 each 












fully called up + | 2,50,000 
Less Calls in arrear ia 13,000 
| ————| 2,377,000 | 
ae ——| 410,500 © 
4,10,500 
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Issue of Shares at a premium.—The premium received on issue 
of shares should be kept separate from the Share Capital. An 
account styled “Premium on issue of shares’’ should be opened 
and it should be credited with moneys received on account of 
premium. Moneys so received are not business profits and 
Should be treated as Capital Profits. Normally unless the 
Articles of a Company prohibits their transfer to Profit and 
Loss Account, they may be carried to P. & L. and distributed 
as dividend. But that would be bad account keeping. The 
correct way is to utilise such collections to strengthen the 
Reserve Fund of the Company or to pay Preliminary Expenses, 
Brokerage, Underwriting Commission, etc. and to reduce the 
Book-value of assets which may be standing ata high figure 
and to reduce the Goodwill Account if it is there. 


Illustration —A Limited Company issued 5,000 Preference 
Shares of Rs. 10 each at a premium of Rs. 3 per share payable 
at Re. 1 per share on Application, Rs. 6 per share on Allotment 
(including premium), Rs. 3 on First Call and Rs.3on Final 
Cal). The shares were all subscribed and the money duly 
received except the First Call on 1,000 shares and Final Call on 
1,500 shares. Give Journal entries to record the above transac- 
tions and open Ledger Accounts. 


Journal Entries. 





Bank Dr. 5,000 
To Preferecne Share Application A/c > : 5,000 

(Being the amount received on application 
of 5,000 Preference shares at Re. 1 per 
share) 








Sean PR te Rp eenre ee. dee SMART Retin ee ores Sew | 


Preference Share Application Account Dr. 5,000 
To Preference Share Capital Account < 5,000 
(Being the transfer of Application money 
to Share Capital Account) 








— en ener et eS ee an 


Preference Share Allotment Account Dr. 20,000 | 
To Preference Share Capital Account ye | 15,000 
,,. Premium on Preference Shares Account... 15,000 
(Being the total amount due on allotment 
including. Rs. 3 per share payable as 
Premium on 5,000 share allotted) 








a A AE OT A Ct a ee - Se 
ee 


Bank Account Dy 30,000 

To Preference Share Allotment Account _... 30,000 
(Being the receipt of total amount due on 

allotment) 
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Preference Share First Call Account Dr, 15,000 
To Preference Share Capital Account se | 15,000 

(Being the amount due as First Call on 
9,000 shares at Rs. 3 per share) 





a -— ——~——— _ = ee ———_——~ —-————_—---— 





Bank Account Dr. 12,000 | 
To Preference Share First Call Account _... | 12,000 
(Being the First Call amount received on | 
4,000 shares) 














Preference Share Final Call Account Dr. | 15,000 | 
fo Preference Share Capital Account | | 
(Being the amount due in respect of Final | 
Cali of Rs. 3 pershare on 5,000 Preference 
Shares) 
| 


15,900 








Bank Account Dr. 
To Preference Share Final Call Account | 

(Being the receipt of Final Call on 3,500 
Shares at Rs. 3 per share) 


10,500 
10,500 











Rs. 
To Preference Share | ‘By Bank Ae 5,000 
Capital Account 








eee ee ERS pee eceme GERD eens ee er: 
! 
| 





Preference Share Allotment Account. 





Rs. | Rs. 
To Preference Share By Bank Sie 30,000 
Capital Account _... 15,000 


, Preference Share 
Premium Account ... 15,000 


<—mre mers Se ete eee eee ome 


Rs... 30,000 | Rs... 30,000 


Preference Share Premium Account. 


Rs. 
By Preference Share 
Allotment Account ... 15,000 


BE ees crc 
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Preference Share First Call Account. 





| Rs, | Rs. 





To Preference Share | By Bank ‘ds 12,000 
Capital Account... | 15,000 | ,, Balance o/d as 3,000 
Rs... 15,000 gee ee 

ele 15,000 

», Balance b/d ee 3,000 | ceeerees Pee 








Preference Share Final Call Account. 











Rs. | Rs. 
To Preference Share By Bank i 10,500 
Capital Account... 15,000 | ,, Balance o/d a 4, 500 
, Balance b/d Rs... | 15,000 Rs...! 15.000 











Preference Share Capital Account. 








Rs. | 
To Balance c/d oe 50, 000 By Preference Share | 
Application Account. 5,000 
|, Preference Share | 
| Allotment Account... | 15,000 
| ,, Preference Share First. 
| Call Account 15,000 
( ,, Preference Share Final | 
| Call Account sae 15,000 
ee Rs... 50,000 
Rs.... 50,000 —_————— 
———-——| ,, Balance b/d 50,000 














Issue of shares at a discount.—As previously explained, it is 
permissible for a Company to issue shares at a discount by a 
resolution passed at its General Body Meeting and subsequently 
approved by the Court. In such an event an account styled 
“ Discount on Issue of Shares "’ will be opened and the amount 
of discount will be debited to this account and credited to 
‘Share Capital Account ”. | 
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This amount is a deferred Revenue-Loss and good account- 
ing requires that it should be wiped out over a period, though 
there is no legal compulsion about it. Till it is wiped out, the 
Balance will appear on the Balance Sheet under a distinct 
heading. 


Forfeiture of Shares —When the Directors make a call, a date 
is fixed by which the call has to be paid by every shareholder. 
The Articles always give authority to the Directors to forfeit | 
such shares where onthe call remains unpaid, in spite of a 
second notice being given. The second notice should fix 
another day, not earlier than fourteen days from the date of 
the notice for payment of the Call Money with accrued interest 
and should also state that in the event of non-payment the 
shares will be liable to forfeiture. The Directors may there- 
after forfeit the shares and give notice of such forfeiture to 
the holder concerned. 


Entries on Forfeiture of Shares.—(1) ‘Share Capital Account’’ 
should be debited for the total value called up on the Forfeited. 
Shares and “ Forfeited Shares Account” should be credited, 
(2) “ Forfeited Shares Account” will be debited with the value 
of the unpaid Call Money which caused the forfeiture., (3) The 
Balance on Forfeited Shares Account’ will appear on. the 
Balance Sheet immediately underneath the Share Capital item. 


Use of forfeited share money.—This gain is of the nature of 
Capital profit. Itis to be used to meet any loss in reissuing 
forfeited shares or in writing down other fictitious assets. 


illustration—How would you deal with the following and 
how they will appear in the Balance Sheet :—- 


(a) Issue of 6 per cent 10,000 Debentures of Rs. 100 each 
at 5 per cent discount repayable at par after eight years. 


(b) A applied for 100 shares of Rs. 100 each on which 
Rs 25 per share was paid upon application and allotment. 
The Directors forfeited these share as A failed to pay the first 
| call of Rs. 25 per share. 


: SOLUTION, 


(a) At the time of issue of the Debentures, the actual 
amount received, viz. Rs. 9,50,000 will be debited to Cash or - 
ab : oe Account ; the amount of discount, viz. Rs. 50,000 will be 
ited to a Special account styled “ Discount on _ Issue of 
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Debentures’’ Account and the total amount of Rs. 10,00,000 will 
be credited to Debentures Account. The credit balance of 
Debentures Account will be shown on the Liabilities side of 
the Balance Sheet until the Debentures are redeemed. Dis- 
count on Issue of Debentures will be spread over the period of 
redemption, vz., eight years and one eighth of the total dis- 
count, or Ks. 6,250 will be written off each year to Profit and 
Loss Account, the unwritten off balance being shown asa 
distinctitem on the Assets side of the Balance Si.eet year after 
year, until entirely wiped out, 


(b) At the time of forfeiture, an entry will be passed 
through the Journal, debiting Share Capital Account with 
Rs. 5,000 the amount called up on the number of shares forfeit- 
ed crediting Forfeited Shares Account with the amount 
received on the shares, viz., Rs. 2,000 and Share First Call 
Account with Rs. 2,500, vis, the amount of the call unpaid. 
After this and until the shares are re-issued share Capital will 
appear in the Balance Sheet at the reduced figure. Share 
First Call Account will be closed whereas the credit balance 
of Forfeited Shares Account will appear just below the item of 
Share Capital on the Liabilities side of the Balance Sheet 
until the forfeited shares are re-issued. If, after re-issue 
there is still acredit balance on Forfeited Shares Account, the 
game may be utilised in wiping off or writing down Goodwill 
or Preliminary Expenses or some other fictitious assets or 
taken to Profit and Loss Account, unless there is a specific 
prohibition in the Articles for adoption of the latter course. 


Illustration. —The ,’Y, Z Company, Limited with a Register- 
ed Capital of 20,000 shares of Rs. 10 each has issued 10,000 
shares on which Rs. 7-8 per share have so far been called up. 
Of the total shares subscribed all the shareholders paid the 
calls made on them with the exception of the following whose 
instalments as marked hereunder were in arrears and whose 
shares were therefore forfeited :-— 


A holding 260 shares—(Allotment Ks. 2 per share, First 
Call Rs. 2 per share, and Second call Rs. 2-8 per share). 


B holding 300 shares »-(1st and 2nd call) 


CG holding 400 shares—(2nd call.) 


Pass the entry recording the forfeiture and show how the 
Share Capital will appear in the Balance Sheet, 
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Journal Entry. 











LF, , 

Share Capital Account Dr. | 6,750 

To Forfeited Shares Account ist 3,100 

» gshares Allotment Account ia | 400 

», Shares First Call Account wer 1,090 

» Shares Second Cali Account oh! 2,250 
(Bering the forfeiture of 200 shares of A, ...| 
300 shares of B and 400 shares of C for non- 

payment of calis as per Board’s Resolution, 

i eS ee a 











Balance Sheet of X, Y, Z Co. Ltd. 
(Liabilities side) 











a: ee 

















| ‘ 
: . | Rs, Rs. 
Authorised Capital :— | | 
20,800 Shares of Rs. 10 each | 200,000 | 
Issued Capital :— | 
10,000 shares of Rs. 10 each | 1,00,000 
Less 900 shares of Rs. 10 each forfeited oe 9,000 | 
91,000 
Called up Capital :— | 
10 000 Shares of Rs. 10 each called up at Rs.7-8 per 
shares tes 75,000 
Less 900 shares of Rs. 10 each forfeited se 6,750 | 
——-—— 68,250 














Re-issue of forfeited shares—-The Directors have authority to 
re-issue forfeited shares even at a discount, provided the discount 
does not exceed the amount forfeited by the previous holder. 
This difference between the paid up value of the share and the 
price agreed to be paid by the Allottee is adjusted to ‘ Forfei- 
ted Shares’’ Account. If any balance is left after the forfeited 
shares are re-issued, it should be transferred to 2a special 
Reserve Account and utilised in wiping off fictitious assets like 
a ‘Expenses and Goodwill or any other Capital 

oss, 


lilustration.-50 shares of Rs. 10 each which were fully 
called up, were forfeited by the Directors of «a Limited 
Company as the holder of the same failed to pay the Final 
Call thereon of Rs 2 per share The Directors re-issued the 
game shares as fully paid up to another applicant at Rs. 7 per 
share and the amount was fully received by the company. 
| —e Journal entries as to the forfeiture and re issue of the 
 ghares. 3 
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Journal Entries. 
































if. |’ hao ee 
Share Capital Account Dr. | 500 | 
To Forfeited Shares Account sa | 400 
», Final Call Account | 160 

(Being the forfeiture of 50-shares of Rs. 10 | 

each fully called for non-payment of Final | | 

Call of Rs. 2 oo share as per Board’s | | 

_Resolation dated.. ; | | 
Bank Account Dr. | 350 

To Share Capital Account sa 350 
(Being the amount received from the new | | 

allottee on re-issue of the 50 forfeited 

shares of Rs. 10 each as fully paid for 

Rs, 7 per share as per Board’s Resolution 

Gated: sccssces.s) 
Forfeited Shares Account Dr. bee | 160 

To Share Capital Account ma | | 
\Being the discount of Rs. 3 per share | | 

on the re-issue of 60 forfeited shares 

made good out of the Forfeited Shares ! 

Account 

opin 259 

Forfeited Shares Account Dr. 

To Premiminary Expenses or Good- 260 


will or Special Reserve Fund — 
(Being the transfer of credit balance stand- 
ing to the Forfeited Shares account after 
the re-issue of shares) 





a 





Share Warrants.—If authorised by its Articles a Joint 
Stock Company may issue under its common seal a warrant in 
respect to any fully paid up shares. This warrant is trans- 
ferable by delivery and the holder is considered to be the 
owner. The dividend on the shares specified in the warrant is 
payable on the presentation of the warrant at the Company’s 
office after dividend is declared tobe payable. The bearer of a 
warrant has the right subject to the Articles of the Company 
to surrender the warrant for cancellation and to have his 
‘name entered as a shareholder in the Register, 


# | | 5 
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Exercises on issue and forfeiture of shares. 


Ex-l. (dian Merchants’ Chamber Examination—1941) On 
lst April 1910, Bombay Newspaper Co., Ltd, was registered 
with a capital of Rs. 2,00,000 divided into 1,000 Preference 
shares of Rs. 100 each, of which were issued to the public 500 
Preference Shares at a premium of Rs. 5 and 1,009 Ordinary 
Shares to be payable as under :— 


Rs.10 per share on Application, ks. 15 per share on Allot- 
ment, Rs. 25 per share on First Call, Rs. 25 per share on 
Second Call and Rs. 25 per share on Third Call. 
Both classes of shares were applied for and were allotted. 
The whole amount of the share money was called and paid up 
with the exception of Third Call on 50 Preference Shares held 
by X and Y and by a resolution of the Directors these 50 shares 
were forfeited. Make the Journal entries recording the above 
and show the Capital Account of the Company as it would 
appear in the Balance Sheet. 


Ex-2. (Indian Merchants’ Chamber Examtnation, 1944).--War 
Industries, Ltd., was registered with a Capital of Rs. 5,00,000in 
shares of Rs. 10 each and issued 20,000 of such shares ata 
premium of Rs. 2 per share, payable as under :— 

Rs. 2 per share on Application. 


Rs. 5 per share on Allotment, including the premium of 
Rs. 2 
Rs. 2 per share on First call made three months later. 
All the moneys payable on application and allotment were 
duly received, but on the First Call being made, one shareholder 
paid the entire balance on his holding of 300 shares and five 
shareholders with a total holding of 1,000 shares failed to pay 
the First Call on their shares. 
Give the Journal entries to record the above transactions 
and show the Company's Balance Sheet on completion of above 
transactions. 


Ex-3. (Umndian Merchants’ Chamber Examination, 1945).—The 
Authorised Capital of the A. B.C. Co. Ltd., consists of 5,000 
shares of Rs. 10 each. All these shares were issued in 1940 
and were fully called up in four instalments of Ks. 2-8 each. 
On ist January 1945, after due notice, the Directors resolved to 
forfeit 500 shares held by Mr. X as he failed to pay the final 
instalment due on his shares. On 15th January 1945, these 
shares were re-issuedas fully-paid to Mr. Y who paid Rs 2,500 
for them. 

Give necessary Journal entries to record these pr ia ta 
tions in the Books of the Company, 
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Ex-4, (R, A. Examination, 1939).—Describe clearly and 
illustrate the methods with which you would deal in the Books 
of Account and the Balance Sheet with each of the following :— 


(a) The Directors of a Company have forfeited 50 shares 

of Rs. 100 each on which Rs. 50 has been paid up 

*by B. They re-issue the shares to D, calling up 
Rs. 75 per share. 


(b) A Limited Company issues 2,000 Preference Shares of 
Rs. 100 eaeh at Rs. 110 per share and Rs. 8.00,000 
Debentures at a Premium of 5 per eent, which 
were all subscribed and fully paid up. 


(c) A. Limited Company has capitalised &s. 5,00,000 out 
of its Reserve and Issued Bonus Shares to Share- 
holders. 


Ex-5. (R, A. Examination, 1945).—A Company has a Subs- 
cribed Capital of Rs. 2,00,000 in shares of Rs. 10 each fully paid, 
with the exception of 200 shares of Adlay on which Rs. 6 per 
share only had been paid and 700 Shares of Book on which 
Rs. 4 share only had been paid. | 


These shares are forfeited for non-payment of calls and 
subsequently re-issued fully paid at the price of Rs. 8 per share 
to Dropper. 


| Show the entries in the Company’s Books recording these 
transactions. 


Ex-6. (R. A. Examination, 1947.)—Swaraj & Co., Ltd., was 
registered with an Authorised Capital of Rs. 5,00,000 divided 
into 50,000 shares of Rs. 10 each. The Company offered 30,000 
of those shares to the public which were payable as to Rs. 2 
per share on Application, Rs. 4 per share on Allotment and the 
bulance three months later. Application for 46,000 shares 
were received on which the Directors allotted as follows :— 


Application for 20,000 shares Full 
es 29,000 ,, 40 per cent 
1,000 _,, Nil 


Rs. 86,000 was realised on account of Allotment money 
excluding those carried from Application money, and 
Rs. 1,00,000 on account of Call. The Directors decided to for. 
feit those shares on which Allotment money was overdue. 


Show the entries in the books of the Company. 
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Ex-7. (Inter-Commerce 1946).—The Directors of a Company 
with a nominal and subscribed capital of 10,000 Ordinary 
Shares of Rs. 20 each and 20,000 Preference Shares of Rs. 20 
each, on both of which Rs. 20 per share was called up, forfeit 
900 shares held by X on which he had failed to pay first and 
second call of Rs. 5 per share each. They also forfeit 300 Pref. 
Shares of Y who failed to pay Rs. 5 per share on Allotment, 
Aen per share on First Call and Ks. 5 per share on Second 

all, 


Pass the necessary Journal entries to record the above 
transactions in the Books of the Company. 


Ex. 8. (London Inst. of Bankers, 1947).—Boom, Ltd., decided 
to make an issue of 100,000 Ordinary Shares of £1 each, pay- 
able as to 5s. per share on Application, Ss. per share on Allot- 
ment, and the balance two months after allotment. 


On June 25th, 110,000 shares were applied for and the 
deposits thereon received. On July ist following, applications 
for 70,000 shares were accepted in full, while applicants for 
the remaining 40,000 shares were allotted 75 per cent. of the 
number they had respectively applied for. The excess applica- 
tion moneys went in reduction of the amount due on allotment 
and the balance of the allotment moneys was received on July 
3rd. The final instalment was received on September Ist. 


You are asked to record the above matters in the 
Company’s Cash Book and Ledger. 


CHAPTER XXVIII. 


Issue and Redemption of Debentures ; Issue of Bonus shares, 
« Reorganisation of Share Capital. 


Debentures—A Joint Stock Company may decide to raise 
some of the long-term Capital required by it in form of a loan 
against issue of Debentures, in preference to raising it by issue 
of additional Share Capital. Whereas shareholders are part- 
ners in the Company, Debenture Holders are Creditors of the 
Company. Debentures are Promissory Notes carrying inte- 
rest at a fixed rate and the principal thereof is made payable 
after a certain fixed number of years or is irredeemable during 
the life of the Company. The interest is paid yearly or half 
yearly and is a charge on the Revenue of the Company 


Simple or Naked Debentures are those where the Company 
gives no security for due payment of interest and principal. 


Mortgage Debentures are those where the Company gives a 
charge against whole or a part of the Company’s Assets. 


Floating Debentures are those where the Company has 
given a floating charge on the assets of the Company. It 
means that the Debenture Holders derive the charge only in 
the event of a breach of contract on the part of the Company 
or the Company ceasing to function. 

Bearer and Registered Debentures —When a debenture is issued 
payable to bearer thereof it is called a Bearer Debenture and 
it is transferable by mere delivery. When the name of the 
Debenture Holder is entered on the Debenture and on the 
** Register of Debentures ”’ it is known as a Registered Deben- 
ture ana is transferable by a Transfer Deed 


Debenture Stock and Bonds.—Debenture stock is one consoli- 
dated sum raised asaloan by theCompany. It must be fully 
paid but any fraction of it can be. held by one owner, A 
debenture Bond need not be fully paid. An issue of Debenture 
Bonds may be divided into bonds of a certain fixed sum and a 

Bond is transferable only in its entirety. 


Accounts for Debentures.—Accounts for debentures are main- 
tained on the same lines as for Shares. Statistical Books to be 
maintained are: 

(1) Debenture Application and Allotisess Book. 

_ (2) Debenture Call Book (if Debenture money is collect- 
ed by calls) 

(3) Debenture Transfer Register 


(4) Debenture Interest Book. | 
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The rulings are also similar to the rulings of relative Regis- 
ters maintained for shares. 


Debentures issued at premium.—The premium received is to be 
credited to ‘“Debenture Premium Account” and as it repre- 
sents Capital Profit, itlis advisable not to transfer it to Profit 
and Loss Account but to utilise itin writing off fictitious assets 
or to credit it to  Debenture Redemption Fund Account.” 


Debentures issued at Discount —Unless the Articles forbid it, 
debentures may be issued at a discount. Bank Account is debit- 
ed with actual amount received and ‘‘ Discount on Debentures 
Account”’ is debited with the amount of the discount. “The 
Debenture Account” is credited with the full value. The 
‘* Discount on Debentures ”’ is a loss and should be wiped off in 
instalments out of revenue, over the term of life of the deben- 
tures. Where the date of repayment of debentures is not fixed 
the discount should be written off in reasonable time. 

Any other Expense on Issue of Debentures.—This is to be debited 
to an account styled “Cost of issue of Debentures.”’ Thisis a 
loss and is to be written off over a period of years as discount 
is written off. 

Illustration. — Kapadia Cotton Mills Ltd. issued 1,000 Deben- 
ture Bonds of Rs. 100 each at a discount of 5 per cent, payable 
25 per cent on Application, 25 per cent on Allotment and the 
balance three months later. Make the necessary Cash Book 
and Journal entries assuming that the whole of the money was 
duly received. 


SOLUTION.— 
Cash Book. 








| Rs. Rs. 


To Debenture Application By Balance c/d oe 95,000 
Account—Amount of 
application deposits on 
1,000 debentures at 
Rs. 25 per debenture. 25,000 

To Debenture Allotment 
Account — Allotment 
money received on 
1,000 debentures at 
Rs. 25 per debenture... 25,000 

To Debenture Call Account 
Call money received on 
1,000 debentures at 
Rs. 45 per debenture ... 45,000 


To Balance b/d ive 95,000 
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Journal Entries. 
| | 
| LF. Rs. Rs. 
Debenture Application Account Dr. 25,000 
To Debenture Account ee | | 25,000 
(Being the transfer of the Debenture Appli- | : 
cation mgney to Debenture Account) 

















Debenture Allotment Account 
To Debenture Account 
(Being the amount due on allotment of 1, 000 ) 

Debentures at Rs. 25 per Debenture) ra | | 


| | 
25,000 | 
“ts | 25,000 


| | 
Debenture Call Account Dr.) 
To Debenture Account oes 
(Being the Call of Rs. 45 per Debenture | 
made on 1,000 Debentures) shi | 





45,000 | 
45,000 


SS ee ee ae 





Discount on Debenture Account Dr. 5,000 | 
To Debenture Account _ 5,000 
{Being the Discount at 5 per cent allowed 
on the issue of 1,000 Debentures of 
Rs. 100 each 











Debentures Repayable at premium issued at par.—When deben- 
tures are repayable at a premium the excess amount represents 
a loss to the Company. This loss has to be debited to an 
account styled “Loss on issue of Debentures Account” and 
credited to *‘ Premium on Redemption of Debentures Account’. 
This loss is to be wiped off out of revenue each year during 
the life of the debenture. 

lilustration.— Madras Telephone Co. Ltd, issued Rupees Ten 
Lakhs worth of 4 per cent Debentures at par, repayable after 
10 years at a premium of five per cent. The issue was fully 
subseribed. Pass the necessary entries to record the transac- 
tion :— 





| 
Rs. Rs, 
Bank Account Dr.| 10,00,000 
To Debentures Account pi ' 10.00,000 
Loss on Issue of Debentures Account Dr., 50,000 | 
To Premium on Redemption of Debentures ‘ 
Acoount ae 50,000 











AR AE TEASED! LEEDS 3S SIGS LOES LRALD ADE EE IOTEOLOD CERT ARN CCLRC: CEILS, 

Debentures Repayable at premium Issued at Discount.—When 
debentures are issued at a discount and are repayable at a pre- 
mium the whole loss should be debited to “ Loss on Issue of 
| Debentures Account” 
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Illustration. —Madras Electric Tramwavs Ltd. issued 
Rupees Ten Lakhs worth of 4 per cent Debentures at a discount 
of 2 per cent repayable after ten years at a premium of 5 per 
cent. The whole issue was taken up by the public. Pass the 
necessary entries to record the transactions :— 











SOLUTION.— 
| Rs. | Rs. 
Bank Account Dr.| 9,80,000 | 
Loss on Issue of Debentures Dr.; 70,000 | 
To Debentures Account 10,00,000 
» Premium on Redemption of Debentures’ ei 50,000 








SOS a 


Provision ine Redemption of Do yeaturee uo Dehantiees are of 
the nature of a loan raised by the Company that issues them. 
They are made repayable (1) in full on a fixed future date, (2) 
in fixed proportion over a period of time, after a fixed future 
date, (3) on a date to be fixed by the debtor Company on giving 
notice of payment. The last type is generally considered 
as irredemable debentures. 

Where the debentures are repayable at the end of a speci- 
fied period, a fund has to be built up over the period of years to 
make the amount available on the due date. The procedure 
followed is similar to the procedure adopted where a fund is 
built up to replace a wasting assst at the end of a fixed period. 

Method. At the end of every year debit the Profit and Loss 
Appropriation Account with the amount ascertained as adequate 
and credit ‘Debenture ed Fund Account” or 
‘* Debenture Sinking Fund Account ’”’ 


(6) Invest the corresponding sum in Government Securi- 
ties. For this, debit the “ Debenture Redemption Investment” 
Account and credit Bank Account through the Cash Book. 


(c) Interest earned on Investment will be credited to 
Debenture Redemption Investment Account and it will be 
immediately invested in the same type of securities. 

(d7) On the due date of debentures, investment will be 
realised. Debenture Kedemption Investment Account will be 
credited with the proceeds, and the Bank Account will be 
debited. 

(ec) Debenture holders will be paid out. Debenture 
Account will be debited with the face value of the Debentures 
and Bank account will be credited. If debentures are payable 
at a premium, the ‘Premium on Redemption of Debentures" 
Account that will be on the Books will be debited with the 
premium paid, 

. Any balance left on Debenture Redemption Invest- 
ment Account will be carried to Debenture Redemption Fund 
Account. 
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(s) After all the entries are passed “ Debenture Redem- 
ption Fund Account” will still stand. Its purpose being 
fulfilled, the balance on this account will be transferred to 
General Reserve Fund. 


Illustration. Kapadia Cotton Mills Ltd. issued Debentures 
for Ks. 5,00,000 redeemable at a premium of 5 percent at the 
end of 10 r-years. The Directors decided to apply apart of the 
annual profits to raise a Debenture Redemption Fund ,to 
redeem the debentures including the premium payable. 

Draft the Journal Entries to be passed each year (exclud- 
ing the figures) to bring this arrangement into effect, show also 
how the Ledger Account will appear at the end of the 10 years 
before and after the redemption takes place. Give further 
Journal Entries showing the final redemption of Debentures. 


SOLUTION.— 
Journal Entries for the first Second and en years. 




















First year | | | 
Profit and Loss Appropriation Account Dr... | | 
To Debenture Redemption Fund cai | | | 
(For amount of profits set aside for redemp- | | 
tion of Debentures) ga | 
Debenture Redemption Investment ou | | 
Pe 
To Bank Account | 
_ {Being the investment of the above amount 
set aside out of profits for redemption of. | 
Debentures). | 
Second and Subsequent Years. 
Bank Account Dr. | are, 
To Debenture Redemption Fund | its 
{For the amount of Interest realised on the 
specific investments). 
Profit Loss Appropriation Account Dr. a 
To Debenture Redemption Fund is 
(For the annual amount set aside out of pro- 





fits to build up the Debenture Redemption | 
Fund. | | 








Debenture Redemption Investment Account 


r, coe 
To Bank | 
(Being the investment of the sum set aside | 


each year out of profits as also the interest 
‘Tealised on specific securities). | 
J 
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Ledger Accounts before Redemption. 
Debentures Account. 


By Bal. a.» Rs. 5,00,000 





Premium on Redemption of Debentures Account: 





By Bal, .. Rs. 25,000 









re Deloutare Radenption Fund Aceves | 








By Sundries aoe | 5,20,000 











Debenture Redemption Investment Account. 





To Sundries ... Rs. 5,25,000 











EERE ee 


; Journal Entries to Effect Redemption, 










































L.F, Rs, | Rs, 
Bank Account Dr. 5,23,500 
To Debenture Redemption Investment | 
Account as 5,23,500 
(For amount realised (assumed figure) on sale. . 
of investments). | | 
Debenture Redemption Premium A/c Dr. 25,000 | 
To Debentures Account =i | | 25,000 
(For transfer of the premium payable on 
redemption to the Debenture Account). 
Debentures Account Dr, 5,25,000 | 5,25,000 
To Bank gaiaes 
(For payment of the Debenture-holders inclu- | | 
sive of the premium). | 
| 
Debenture Redemption Fund Dr, 1,500 
To Debenture Redemption Investment 
Account es | 1,500 
(For transfer of loss on sale of investments 
to the former Aecount. . | 
| 
Debenture Redemption Fund Dr, 5,23,500 
To Reserve Fund 5,23,500 


(For transfer of the oredit balance on the 
former acceunt to the General Reserve | 
Fund, 


RE ——E——————— 
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Ledger Account after Redemption. 
Premium on Redemption of Debentures Account. 





on 3 SSS SS SE Ee 








To Dedentures Account... Rs. 25,000 | By Bal. fee MASS 25,000 
Deere eee eis |. 2s foo VIGUST~ sob S22) Eras eS 


Debentures Account. 








To Bank .» Rs. 5,25,000 | By Balance .. Bs. | 5,00,000 
Premium on redemp- | 
tion of Debenture 
Account ates + fuer e300 


9 


a 


| 
Teneaecereaneeianal 
Rs. 5,25,000 Rs. /5,25,000 





Debenture Redemption Fuud Account. 








To Debenture Redemption Invest- | By Sundries sis, aS, | 5,25,000 


ment account—Transfer. 
Rs. 1,500 
» Beserve Fund—Trans- 
: fer, ,, 5,283,500 | 





Rs. 5,25,000 Rs. | 5,25,000 





Debentures Redemption Investment Account. 








( 


To Sundries ... Rs. 5,25,000 | By Bank . Res. | 5,238,500 
», Debenture Redemp- 

tion Fund Account ,, | 1,500 

Rs. 5,25,000 Rs. | 525,000 











Reserve Fund Account. 








By Debenture Redemption 
Fund Account Rs. | 5,23,500 








| Second Method for Redemption of Debentures. Under this Method 
a Sinking Fund Insurance Policy is taken out. This method is 
becoming more popular as on the due date the exact required 
amount is received from the Insurance Company and any risk 
of depreciation in value of Government Securities in case of an 
investment is avoided. — 


(a) Debit Profit and Loss Appropriation Account and-’ 
credit Debenture Redemption Fund Account with the amount 
ascertained as adequate. 

Ree : P 


q bes ees wet 
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(6) The premium paid on the policy will be debited to 
‘“Debenture Redemption Policy Account and Bank Account 
will be credited. 


(c) On maturity of the Policy, Bank Account will be 
debited for amount received and “Debenture Redemption’ 
Policy’ Account will be debited. 


(qd) Debenture-holders will be paid off. ‘‘Debenture”’ 
Account will be debited and Bank account will be credited. 

(c) Balance of ‘“ Debenture Redemption Fund’ Account 
will be transferred to General Reserve Fund. 


Debentures as Collateral Securities. These debentures are 
regularly issued and placed as securities with the bankers 
against a loan or a bank overdraft but no value is received 
against the issue. If the Company fails to repay the loan, it 
will be open to the Banker to realise the debentures on the 
stock market and they will become payable according to their 
tenor. 


Because the Company does not receive any value at the 
time of issue of such debentures, no entries are passed in the 
Financial Books of the Company. The fact of such debentures 
having been issued as collateral security is clearly stated in 
the Balance Sheet in shape of a note under the liability in 
respect of which they are so issued. 


Illustration :—-(R. A. 1944.)—A Company issued Rs. 2,00,000 
Debenture Stock secured by Trust Veed on all assets of the 
Company. Of this amount, Rs. 1,00,000 was subscribed at «a 
premium of 3 per cent. Rs. 60,000 was subscribed at par and 
Rs. 40,000 was issued to the Bankers of the Company by way of 
Collateral Security fora loan of Rs. 30,000. Show the results 
of the above transactions as would appear in the Company’s 
Balance Sheet. 


SOLUTION. 
Balance Sheet of...............500068.--Co. Ltd. 


Authorised Capital a Voneeion 
Issued Capital sirees reenseaeT 
Pals up Capitalic’t 44 ajcimcrabat 4nd 
..per cent debentures eae at 
3 per cent premium Rs. 1,00,000 
...per cent debentures issued 


at par ” 60,000 
—_—_—_—- ‘$6,006 
Bank’s loan Account secured by 
Pvp debentures of the face 
value of Rs. 40,000 issued as 
collateral security £7 30,000 
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Main Difference between :— 


1. Sinking Fund created to replace a wasting asset. 
2. Sinking Fund created for redemption of debentures. 


(z) Provision for a wasting asset in shape of a Sinking 
Fund is acharge on revenue and is debited to Profit and Loss 
Account. Provision for Redemption of Debentures is a charge 
on appropriation of profits and is debited to P and L Appropria. 
tion Account. 


(6) In the case of a wasting asset. the Sinking Fund 
Account is transferred at the end of the period to the Assets 
Account which is thereby closed and the proceeds of invest- 
ment are available for buying new assets. In case of Debentures 
the Sinking or Redemption Fund Account balance is transferred 
to General Reserve Fund. 


J 


Utilisation of Redemption Fund to purchase Debentures in open 
Market prior to due datee—Sometimes the conditions attached to 
the issue of Debentures not only provide for redemption ata 
definite future date by means of a cumulative Sinking und, 
but also give powers to the Company to purchase the Debentures 
in the open market and cancel them. The latter procedure 
retards the accumulation of the Sinking Fund. When Deben- 
tures are so cancelled the annual contribution to the Sinking 
Fund has got to be revised after taking into consideration 
unsold part of the Sinking Fund Investment and the balance 
- vequired for redemption of the remaining lebentures Another 
method suggested to adjust the shortage in the Balance of the 
Sinking Fund is to debit the Profit and Loss Account with an 
amount equal to interest payable on the cancelled Debentures 
in addition to the original annua! contribution and credit the 
Sinking Fund and invest the same. 


[ifustration: A Company had made an issue of 5,000 Deben- 
tures of Rs. 100 each, at par, a Sinking Fund being created to 
provide for repayment. Under the terms of issue, the Com- 
pany might, under certain conditions, purchase the Debentures 
in the open market for cancellation. On 1st January 1943, 
3,800 of the Debentures were outstanding and the Sinking Fund 
then amounted to Rs. 2,50,009. The Sinking Fund Investment 
consisted of Rs. 1,24,000, 5 per cent war Loan, standing in the 
_ books at Rs. 1,20,000. 


| In March 1943, the Directors purchased Rs. 20,000 of the 
Debentures at a cost of Rs. 19,300 realising Rs. 19,000 war 
Loan to raise the necessary funds. Interest on the war Loan: 
was received on June 1st, and December 1st, aud invested forth- 
_ with in purchase of further War loan at par in each case. On 
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December 31st, a further Rs. 20,000 was appropriated to the 


Sinking Fund and invested in war Loan, Rs. 19,850 of which 
was purchased. 


Open in the Company's books the necessary account affect- 


ed by the above transactions. Ignore Income-tax and expenses 
of purchase and sale of investments. 











Answer. 
Sinking Fund Account. 
| | | 
1943 Rs, A. PJ 1943 Ral) ay Fi 
Mar. |To General Re- Jan.1 By Balance b/fd,j 2,50,000 0 0 
1 serveAccount, 20,000 O Of Mar.1 ,, Sinking Fund 
| Investments 
| | Account-Profit 
_,, Balanee C/d. 2,596,927 14 6 on sale of in- 
| vestments... 912 14 6 
| 0 ., Debentures 


Acoount-Profit 
| on redemption 


of Debentures. 700 0 0 
Junel) ,, Bank— 
Interest. 2,625 0 0 


Dee. 1| ,, Bank— 
Interest. 2,690 0 0 
dl, ,, P. and L. Ap- 
_ propriation ac- 
count | 20,000 0 0 


2.76,927 14 6 | 2.76.927 14 6 


1944 
Jan. 1. ,,.Balance b/d. | 2,56,927 14 6 








REED 








4 CREE ES RTE GREET 





| 





AL thet IT BREN FRE! 


Debentures Account. 





| 








1943 Rs. 1943 Rs, 
Mar. 1 To Bank ...| 19,300) Jan.1 |By Balance b/fd._...| 3,860,000 
| ,, Sinking Fund 
| Account — Profit | | 
on redemption _... 700 : 
Dec, 31 ,, Balance cfd .. | 8,60,00 
3,£0,000 wih i 
eee | 3,80,000 
1944 
Jan, 1. |By Balance b/d. . 
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Alteration of Share Capital. 


A Company if and as authorised by its Articles can alter 
its Capital in any of the following ways :— 


(z) increase its paid up capital by issue of fresh shares 
at discount, or at par, or at premium ; F 


(6) increase its paid up capital by issue of bonus shares 
out of accumulated Reserves to existing shareholders ; 


(c) cancel unissued Capital thereby diminishing the 
Nominal Capital ; 


(d) reduce its paid up capital to the extent necessary to 
wipe off accumulated losses ; 


(ec) reduce its paid up capital by refunding the surplus 
Capital not required for business ; 


(f) reduce the unpaid liability in respect to shares 
issued and subscribed ; 


(s) subdivide the share capital into shares of higher or 
lower denominations provided that as result of such fresh 
division the proportion of paid up and unpaid capital as it 
existed in respect to the original share is not changed. 


The decison for altering the capital has to be taken ata 
General Body Meeting of Shareholders as required under 
Section 50. A resolution approving reduction of Capital has to 
be confirmed by an order from the Court as required under 
Section 56 of the Act. 


A notice of any alteration, consolidation, conversion or 
sub-division of Capital has to be given to the Registrar of 
Joint Stock Companies within 15 daysand every copy of the 
Memorandum issued thereafter should show the capital as 
revised. 


Issue of Bonus shares or Capitalisation of Reserves.—Each 
Company tries to build up a strong General Reserve out of 
annual profits. When the Reserve has accumulated to an 
amount in excess of the present or future needs of the 
Company it may be deemed desirable to give benefit of a part 
of such Reserve to the existing shareholders by way of com- 
pensation for the loss of dividends which was suffered in the 
past. This desire on the part of the Board of Directors takes 
the form of an issue of bonus shares to the debit of the Reserve 

Fund Account. Such issue has to be sanctioned by a General 
Body. Meeting of Shareholders. : i 


+e 
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Issue of Bonus Share preserves the financial strength of 
the Company and helps to raise the capital of the Company to 
a figure more in conformity with the actual capital employed 
in the working. Where distribution of dividends are large, 
inference of profiteering is natural particulariy by those who 
are unaware of large Reserve Funds employed in Working 
Capital. With the issue of Bonus Shares, the dividends are 
reduced to more norma! levels. 


Entries.—!. Reserve Fund is debited with the amount 
made payable to shareholders as bonus; an account styled 
“ Bonus to Shareholders’’ Account is credited. 


2. “ Bonus to Shareholders’’ Account is debited 
with the total value of shares issued and ‘Share Capital 
Account ”’ is credited. 


3. If shares are issued at premium ‘“* Bonus to 
Shareholders’ Account is debited and “Share Premium 
Account ”’ is credited. 


Hlustration.—A Company with a paid-up capital of 
Rs. 8,00,000 insharesof Rs. 5 seach declared a bonus of 
Rs. 3,00,000 out of Reserve payable in fully paid-up ahares of 
Rs. 5 each at a premium of Rs. 2-8 per share, each shareholder 
to get one such share for every four shares that he held in the 

_ Company. 

Note:—-The number of shares works out at 160,000. The new shares issue 

therefor number 40,000.) 


Journal Entries, 





Rs. Rs, 

Reserve Fund Dr.| 3,00,000 

To Bonus to Shareholders Account ee 3,00,000 
(Being the amount of Bonus payable out of 

Reserve in fully-paid shares as per share- 

holders’ Resolution dated.........) 
Bonus to Shareholders Account Dr.| 30,000 

To Share Capital Account Oi "| 2,00,000 

To Share Premium Account ae | 1,00,000 





Shares of Rs. 5 each at a premium of 
Rs, 2-8 per share in payment of the 
_---—s- Bonus at the rate of one Bonus Share for 
every four shares held in the Company 


L oscuieteenenilaeimennmneatidhieed 


(Being the issue of 40,000 fully paid Bonus 
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Illustration..A Company with a subscribed capital of 
Ks. 10,00,000 in shares of Rs. 10 each had called up Rs. 7-8 per 
share. A Bonus of Rs. 250,000 is now declared out of Reserve 
to be applied in making the existing shares fully paid. 


+") 


: Journal Entries. 








(OPE AEEIPT FRANSES TERE 
1 





Rs, Rs. 


Yinal Call Account Dr.| 2,50,0¢0 
To Share capital Account ¥ 2,590,660 
(Being the Final Call of Rs. 2-8 per share on 
: 00,000 shares as per Board’s Resolution 
dated... .........) 











Reserve Fund Dr.| 2,50,000 
To Bonus to Shareholders Account on) 2,090,000 

(Being the Bonus of Rs, 2-8 per share on | 
100,000 shares, payable out of the 
Reserve as per Shareholders’ Resolution 
datod......socce.) 


br) 





ee 


Bonus to Shareholders Account Dr.| 2,50,000 | 
To Final Call Account - ———-.2,50,000 
(Being the amount of Bonus applied towards 
the payment of Final Call as per Resolu- 
tion datod........: 6. ) : 

















Reduction of Capital for wiping off losses. 


An account under the syle “Capital Reduction Account ”’ 
should be opened. 


Share Capital should be reduced as resolved by the General 
Body of Shareholders by debiting the share Capital Account 
and equivalent should be credited to ‘Capital Reduction 
Account ’’. 


‘Capital Reduction Account:’ should be debited and the 
accounts to be reduced or wiped out should be credited as per 


resolution. 
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Illustration —The Balance Sheet of the Kapadia Vegetable 
Products Limited showed as follows on 3lst December 1943 :— 


Capital and Liabilities. Rs. Property and Assets. - Rs 
Authorised Capital :— | Freehold premises |  1,00,000 
30,000 Ord. shares of | Plant and Machinery ... 2,00, 000 
Rs. 10 each -» | 3,00,000 I Stock xh 56,000 
30,000 Pref. shares of | ' Sundry debtors = 32,000 
Rs, 10 eath sri ee ,00,000 | Preliminary expenses mA 6,000 
——-—-——— 1 Cash at Bank a 1,000 
| 6,00,000 | Profit and Loss Account- 
i——-—-——-}_ debit balance s..| 1,25,000 
issued and Subscribed | 
20,000 Ord. shares of 





Rs. 10 each fully called.t 2,00,000 
20,000 Pref. shares of | 


Capital :— | 
Rs. 10 fully called  ..., 2,00,000 | 


Sundry creditors | 45,000 | 
Bank overdraft den 4.-F<44 Dy VOU | 
_ 5,20,000 | 5,20,000 





It was resolved, (1) that Ordinary and Preference shares 
be reduced to the same number of fully paid shares of Rs. 5 
each and that (2) the sum thus made available be utilised (a) 
in writing off the debit balance of Profit and Loss Account ; (6) 
in writing off Preliminary Expenses Account; (c) in writing 
down the Machinery Account by Rs. 60,000; (a) in writing 
down stock by Rs. 5,000; and (e) in providing a Reserve of 
Rs, 4,000 fer Doubtful Debts. 


Give the journal entries necessary to give effect to the 

_ resolution and draw up the Balance Sheet of the Company after 
reconstruction. 

Journal Entries. 








Rs, 

Ordinary Share Capital Account Dr,| 1,00,000 
Preference do. do. Dr. 1,00,000 | 

To Capital Reduction Account a 
(Being reduction of 20,000 Ordinary shares 

of Ks. 10 each and 20,000 Preference 

shares of Rs. 10 each fully paid to an equal | 

number of Ordinary and Preference 

shares Of Rs. 5 each fully paid as per 

Special ela gased Dak eases. sanctioned 

by the Court... 


— 


2,00,000 











Capital Reduction Account Dr., 2,00,000 
To Profit and Loss Account 
» Preliminary Expenses Account 
», Plant and Machinery Account 
» stock Account 
» Reserve for Doubtful Debts Account 
(Being the amount of losses wiped off, and 
- the assets written down, out of the reduc- 
tion of capital as above) 
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Kapadia Vegetable Products Limited 
Balance Sheet 
(As at 31st December, 1945) 


CAPITAL AND LIABILITIES 
Authorised Capita] (and reduced): 


Rs. 


30,000 Ord. shares of 
Rs. 10 each reduc- 
ed to Rs. 5 each 

30,000 Preference 
shares of Rs. 10 
each reduced to 


Rs. 5 each | 


Issued and Subscrib- 
ed Capital (and 
(reduced) :— 

20,000 Ord. shares 
of Rs. 10 each 
reduced to Rs. 9 
each fully paid 

20,000 Preference 
shares of Rs. 10 
each reduced to 
Rs. 5 each fully 
paid - 


Sundry Creditors ... 
Bank Overdraft 





-1,50,000 


..| 1,090,000 
3,00,000 
.».| 1,00,000 


.-; 1,00,000 


Rs. 


| 


2,00,000 
45,000 

| 75,000 
3,20,000 





PROPERTY AND ASSETS 


Rs, 
1,00,000 














Rs. 
Freehold Premises... 
'WPlant and Machinery, 2,00,900 
, Less Reduced by 
capital reduction 60,000) 
Stock 
Sundry Debtors 32,000; 
| Less Reserve for 
| Doubtful Debts. 4,000: 
'|Cash at Bank i 
Proht and Loss 
Account ..»| 1,259,000 
Written off by Re- 
duction of Capital 1,25,000 








| 


1,40,000 
51,000 


28,000 
1,000 


3,20.000 


CeO Ee OE 


Illustration. Messrs. Kapadia and Co. promoted a Joint 
Stock Company in 1933. The working of the Company was not 
successful on account of abnormal] depression in trade. On 31st 
December 1926 the Company’s Balance Sheet stood as under : 


Nominal Capital— 
20,000 Shares of 
Rs. 100 each 


Capital paid. up— 
19,000 Shares of 
Rs. 100 each 
Creditors 
Kapadia & Co. (Promo- 
ters) oo 


Rs. 


20,00,000 


SEED OED 9 EE are 


19,00,000 
1,00,000 


1,00,000 
21,00,000 


Land and Building 
Machinery 
Furniture ane 
Stock - 
Debtors 3 
Goodwill 

Profit and Loss Account 


21,00,000 


eee ee: pee 
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The Company is to be reconstructed on the basis of the 
following scheme: 


The 19,000 shares of Rs. 100 each are to be reduced to an 
equal number of fully paid shares of Rs. 40 each. 


The debt of Rs. 1,00,000 due to Kapadia & Co. (Promoters) 
was to be also reduced, the remaining 1,000 unissued Shares 
being issued to them as fully paid Shares of Rs. 40 each in full 
settlement of the amount due to them. 


The amount thus rendered available by the reduction of 
Capital and by the above arrangement with Kapadia & Co., is 
to be utilised as under : Goodwill and Profit and Loss Account 
to be both written off entirely and the balance to be written off 
the Machinery Account. 


Give the Journal entries necessary to carry out the above 
Scheme and draw up the Balance Sheet of the Company after 
reconstruction. 


SOLOTION :— 


Journal Entries. 

















Rs, | Rs, 
Share Capital Account Dr.| 11,40,000 
To Capital Reduction Account | 11,40,000 
(Being Reduction of 19,000 Shares of Ks. 100 each fully paid 
to an equal number of fully paid shares of Rs, 40 each as per | 
the Special Resolution of......... and as per Court’s order of 
Hgieetaveas ) | 
a | 
Kapadia & Co., Dr. | 1,00,000 
To Share Capital Account bad 40,000 
, Capital Reduction Account - 60,000 
: "as payment to them by the issue of 1,000 shares of Rs. 40 
jully paid in full settlement of the amonnt due to them) 
pegs Reduction Account Dr.| 12,00,000 
- To Goodwill Account iis 2,006,000 
ae Profit and Loss Account Los 9,70,000 


Account 30,000 


pods AER 
(Bein + losses elites off and assets wiitten down out of the 
ion of capital as above) 
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Kapadia Vegetable Products Co. Ltd., (and reduced) 
Balauce Sheet as at 31st December 1936 


CAPITAL & LIHBILITIES. PROPERTY & ASSETS. 
Rs. Rs. Rs. 
Nominal Capital (and reduced) | Goodwill 2,00,000 
20,000 Shares of 100 each Less Written off by 
reduced to Rs. 40 each ve 8,00.000 order of the Court 2,00.000 
Subscribed Capital ; 20,000 Shares Land and Building 1,00,000 
of Rs. 40 each ... 8,00,000 Machinery 2,60,000 
Creditors -e. 1,00,000 Less written off by 
order of the Court 30,000 2,30,000 
Furniture 20,000 
Stock 3,70,000 
_ Debtors 1,80,000 


| Profit and Loss A/c ——9,70,000 
| Less written off by 
order of the Court 9,70,000 
9,00,000 9,00,000 


Ee OME ga cern A ee cree OEE ee 





Consolidation and Sub-division of Shares: 


The Share Capital remaining the same and sub-division or 
consolidation of Shares being authorised the entry will be as 
under: 


Ordinary Share Capital Account 
(Old value) Dr. Rs. 1,00,00 


To Ordinary Share Canital Account 
(New Value) Rs. 1,00,000 


Examination Questions :— 
Ex——1. Indian Meechants’ Chamber-1942. 


Bombay Company Limited has a nominal capital of 
Rs. 50,00,000 divided into 50,000 shares of Rs. 100 each, 40,000 
Shares were issued to the public on which /Rs. 75 «per share 
was paid up. At the Annual General Meeting of the com- 
pany it was resolved to give a Bonus out of the Reserve 
Account at the rate of Rs. 25 per share on the paid up Capital 
to be supplied for the purpose of making the shares fully paid. 
Show the Journal entries necessary to record these tran. 


sactions, 
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Ex, 2,—Jndian Merchants’ Chamber, 1945. 


The following was the Balance Sheet of the A. B. C. Co. 
Ltd, as at 3lst March 1945 :-— . 





CAPITAL AND LIABILITIES. | PROPERTY AND ASSETS. 
® 
Rs. Rs. 
Authorised Capital— Goodwill ti 10,000 
50,000 Preference share Leasehold Premises ...  1,00,000 
of Rs. 10 each --» 9,00,000 | Plant and Machinery se 50,000 
50,000 Ordinary shares Patents ws 1,75,000 
of Rs. 10 each ... 9.00,000 | Preliminary expenses _... 12,000 
———— | Stook . 35,000 
Rs... 10,00,000 | Sundry Debtors +F 56,000 
——-~-— | Cash in hand re 15,000 
{issued Capital--- Profit and Loss Account... 1,25,000 
25,000 Preference shares 
of Rs. 10 each ..  2%,50,000 
22,000 Ordinary shares 
of Rs. 10 each ..  2,00,000 
Rs... 5,00,000 
General Reserve ies 2.000 
- Sundry Creditors a 50,000 
Bank Overdraft Es 26,000 
Rs... 5,78,000 Rs... 5, 78,000 





The Company proved unsuccessful and the Board of 
_ Directors resolved to carry out the following scheme of reduc- 
tion of Capital :— 


(1) The Preference Shares were to be reduced to an equal 
number of fully paid shares of Rs. 5 each. 


(2) The Ordinary shares were to be reduced to an equal 
number of fully paid shares of Rs. 2/8 each. 


(3) The amount so available was to be utilised towards 
the reduction of assets as under :— 


{z) Goodwill, Preliminary Expenses and Profit and Loss 
Account to be written off entirely. 


(6) Rs. 50,000 to be written off Leasehold Premises. 
(c) Rs. 15,000 to be written off Stock. 
(2) Rs. 55,000 to be written off Patents. 


(ce) 50% to be written off Plant and Machinery. 

_ Pass the necessary Journal entries in the books of the Company 

and prepare a Balance Sheet giving effect to the above scheme 
nd cor plying with the provisions of the Indian Companies 






‘» = 2a = 


i, 
are _ 

i 

a ~~ 
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Ex-3. (R.A. Examination 1943) --The Subscribed and Paid 
up Capital of a Limited Company consisted of 50,000 Shares of 
Rs. 10 each. The Company had accumulated out of its profits a 
Reserve Fund of Rs. 2 lakhs. It issued further\10,000 shares of 
Rs. 10 each during the year at a premium of Rs. 5 per share 
and the whole of the amount was received in cash. At the 
end of the year an independent valuation of its assets increased 
or reduced the Balance Sheet figures aa follows: 


Increased. Reduced. 
Rs. Rs. 
Land and Building by ..  93,00,000 
Plant and Machinery by ...  1,50,000 de 
Goodwill by : i 50,000 


It was decided to adopt the new valuations and allot one 
share of Rs. 10 each, credited as fully paid up for every share 
previously subscribed by the members as bonus shares. It was 
further decided to redeem 1,000 Debentures of Rs. 100 each at 

5 per cent premium. The Premium on Shares and Debentures 
is to be transferred to the Reserve Fund. Pass Journal entries 
to record the above transactions. 

Ex-4. (R.A. Examination 1945).—A Company having an 
Issued Capital of Rs 1,00,000 in 20,000 shares of Rs. 5 each, Rs. 4 
per share called up, declares a bonus out of the Reserve 
Account so as to make the shares fully paid 

Show the Journal entries necessary to record these 
transactions. 

Ex-5. (Indian Inst. of Bankers 1946) —The following is the 
Balance Sheet of Lyons Ltd., at 3lst December, 1945. 








LIABILITIES. ASsETS., 
Rs. Rs. 
Share Capital (authorised Goodwill - 25,000 
and issued)— Freehold Property at cost. 90,000 
1,00,000 Re. 1 Cum. Prefe- Plant. and Machinery at 
rence shares at 6 per cost less depreciation 
cent fully paid ian E06, 900 written off Ki 85,000 
2,00,000 Re. 1 Ordinar Stocks . = 35,000 
shares ... 200,000 | Debtors . aa 40,000 
Creditors st 75,000 | Cash at Bank ody 500 
Bank (overdraft) a: 15,000 § Investments (market value 
General Reserve oe 70,000 Rs. 86,000) oa 80,500 
Profit and Loss account ... 1,04,000 
Rs...  4,60,000 Rs...  4,60,000 








a 
Draft a Capital Reduction Scheme which in your judgement 

would be equitable for submission to the Directors. The 

Cumulative Preference dividends are in arrear for two years, 
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Ex-6. (Indian Inst. of Bankers 1947).—The following parti- 
culars have been extracted from the Balance Sheet of 
Solci d’or Ltd., as on 31 December, 1945. 


CAPITAL :— BS £ 
Nominal, 10,000 5% Preference 
shares of £5 each 50,000 
1,00,000 Ordinary shares of 1£ 
each -_ 100,000 


Rs... 150,000 

Issued 5,000 5% Preference shares ai 
of £5 each e 25,000 
50,000 Ordinary shares of £1 each. 50,000 





se cotinine 75,000 
Reserve Fund 20,000 
Profit and Loss Account (Balance). 12,000 


During the year 1946 Resolutions were passed as follows :— 


{1) A Resolution converting the Preference shares in 
Preference shares of £1 each. 


(2) A Resolution declaring a bonus of 20 per cent on the 
Ordinary shares to be previded as to £6,000 out of the Reserve 
Fund and as to remainder out of the Balance of Profit and Loss 
Aecount The Bonus is to be satisfied by the issue of one fully 
paid Ordinary share for every five Ordinary shares held. 


Give the Journal entries which are necessary to carry out 
the above resolutions and show how they would affect the 
Balance Sheet of the Company as on Slst December 1946. 
Assume that the Profit for the year 1946 amounted to £4,000. 


Exercise 7. ([ndian Merchants’ Chamber, 1946).—On 1st 
January 1941, a Limited Company issued 200 Vebentures of 
£100 each at a discount of 5 percent. The Debentures were 
repayable at par on 3lst December 1950 andin accordance with 
the terms of issue an accumulating Sinking Fund was created 
by setting aside out of profits of an equal sum at 3lst December 
each year, the same being invested at compouud interest. 


Taking the annual amount thus set aside to be £1,590 and 

the rate of interest received on investment 5 per cent per 

annum, set out the Sinking Fund Account and the Investment 

Account as they would appear in the Company’s books for 
5 years ended 31st December 45 and show how the particulars. - 

respecting Debentures and relative accounts will appear on the 
-Company’s Balance Sheet on that date. OIA Wr * 
; WA MUTHIAR 


a 


4}, Ry¢ man‘ C4 OMT ry Kr 7 eee 
ISPITAT crores 


4. 


¥ <5 “ar PEt rt baw ry ey =~ ” 
<< oe x r ; ele tS 
a i a F ‘ ROT iA: te i Us i 4-t) Fe 
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Exercise 8, (R.A. 7942)..Whatis the difference between 
a Sinking Fund to replace a Wasting Asset and one to repay a 
Liability ? Illustrate your answer by showing the difference in 
effect at the end of 5 years in the following cases: (a) A Sink- 
ing Fund to replace at the end of 5 years a leasehold property 
valued at Rs. 50,000. (6) A Sinking Fund to repay Rs. 50,000 Ist 
Mortgage Debentures at the end of 5 years. . 


Exercise 9, (R. A. 7946).—The Balance Sheet of a Limited 
Company appears as follows :— 


CAPITAL AND LIABILITIES. ASSETS, 
Rs. Rs. 
Preference shares 4,000 of Freehold Prope: ty ve ~~ 40,000 
Rs. 15 each .-- 60,000 | Machinery (less depreciation) .. 35,000 
Ordinary Shares 8,000 of Rs, 15 Stock-in-trade (at cost) --. 60,000 
each .-- 1,20,000 | Debtors (considered good) _..._ 1,10,000 
Mortgage Debentures --» 65,000 | Investinents (vaiued at) ws 30,000 
Trade Creditors .-- 76,000 | Cash and Bank balances --- 10,000 
Loan Creditors (secured against Profit and Loss Account ..» 60,000 


Investments as per contra) ... 26,000 





St re eee 


Total ... 3,45,000 Total... 345.000 








{t is proposed to reconstruct the Company on the following 
lines : 
(a) The Creditors holding investment as security are to 
be paid off fully in cash, but the investments are not to be 
realised. 


(b) The Trade Creditors agree to receive 10 annas in the 
rupee in cash and the balance in fully paid Preference shares 
in the reconstructed Company. 


(c) Cash working capital of Rs. 15,000 is considered suffi- 
cient. Besides Rs. 3,000 cash will be needed to meet Kecon- 
struction expenses. 


(d) The Profit and Loss Account debit is to be written off 
against Preference aud Ordinary Shares pro rata. 


(e) The holders of Preference and Ordinary Shares have 
agreed to take up the respective shares of the reconstructed 
Company -which are to be issued to them as partly paid, and 
to pay the remaining balance in cash (to make up the cash 
required for carrying out the scheme) and thus make up their 
shares fully paid up. 

Show your method of the above reconstruction by means of 
Journal entries and and draw up the Balance Sheet of the 
reconstructed Company. | 
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Exercise 10. (R. A. 7947),—On 1st January 1947 a loan to the 
extent of Rs. 50,000 was raised repayable at par at the end of 
of 5 years and it was resolved thata Sinking Fund should 
be formed. 


Show the Ledger account of the Sinking Fund for 5 years 
assuming éehat the interest received on Investment repre- 
senting the Sinking Fund was at the rate of 5 per cent on’the 
cost and that the interest was received yearly and immedia- 
tely invested. Ignore [ncome-tax and fractions of a Rupee. 


Note.—1,80,975 of Re. 1 invested at the end of each year at 5 per cent compound 
interest wlll produce Ke. 1 at the end of five years and state how will you deal with 
the Sinking Fund account at the end of the fifth year. 


Exercise 1] (Chartered Accountants)—On 31st December 
190%, the City Trading Co. Ltd. had a Debenture Reserve Fund 
of £50,000 represented by Investments amounting to £59,000 
24 per cent Vonsols. [The Company kad also a balance in the 
Bank on current account at 30th June 1910, of £6,000. The 
Debentures amounting to £50,000 were paid off on 30th June 
1910. To provide for this the Consols were realised at 83 per 
cent net and the proceeds paid into the Bank on 30th June 
1910. Record the above transactions in the books of the 
Company and show the Ledger Accounts affected. 


Exercise 12 (Chartered Accountants),—The X, Y Company Ltd. 
made an issue of 5,000 4 per cent Debentures of £10 each at 
£9/10 per Debenture. The whole issue is underwritten by 
A. B. & Co., for a commission of 5 per cent on the nominal 
value. Applications were received for 4,500 Debentures which 
were duly allotted and paidfor. The remaining 500 Debentures 
were allotted to A. B. & Co., under the terms of their under- 
writing agreement. 


Write up the Debenture Account in the Company’s 
Ledger, the Account of A, B. & Co.; and the “Cost of Deben- 
ture Issue ’’ Account. 


Exercise 13 (G. D. A.\—The Bengal Iron Company Limited 
issued 73 per cent Preference Sharesof the face value of 5 
Crores of rupees at par and 6 per cent Debentures of the face. 
value of 3 Crores of rupees at a discount of 10 per cent. 
Messrs. S. D. & Co, underwrite the whole of the issue for a 
commission of 4 per cent on the Preference Shares and of 
5 per cent on the Debentures. Preference Shares of the 
value of 4 Crores of rupees and Debentures of the value of 
2 Crores of rupees are taken up and paid for by the public, 
The balance is allotted to the Underwriters under the terms of |: 
the underwriting agreement, 


oH 
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Prepare the Ledger accounts where these transactions 
will be found recorded ; what amount wil! the Underwriters 
have to pay to the company ? How will these figures appear in 
the Balance Sheet of the Company. How will they 
appear in the Balance Sheet ten years after such issue, if the 
Debentures are redeemable in 30 years ? 


Exercise 14——A Limited Company issues 100,000 Deben- 
tures at a discount of 5 per cent repayable at a premium of 
> per cent at the end of 5 years. HKxplain what entries should 
be passed at the time of issue. 


What provision should the Company make for the redemp- 
tion of such Debentures and how would the various Accounts 
concerned be dealt with at the time of repayment of the 
Debentures ? 


ixercise 15.—Kapadia Steamships Ltd., raise a loan of 
Rs. 25,00,000 upon its Debentures Stock ata discount of 24 per 
cent on lst January 1926. At the end of a period of years the 
loan is redeemable at par by means of a cumulative Sinking 
Fund, but the Company has power to call upon the Trustees to 
apply the Sinking Fund Investments in the purchase of stock, 
if below par, at any time. The annual Sinking Fund Contribu- 
tion, is Rs. 60,000 exclusive of interest accumulated. On the 
lst January each year this amount is invested together with 
the income of accumulation. Capital balance arising from 
realisation of Investments are re-invested atthe same time. 


Sinking Fund Investments produce interest less tax as 
follows :— 


1927 Rs. 1,970; 1928 Rs. 3,040 ; 1929 Ks. 3,590, 
Realisation of Sinking Fund Investments are as follows :— 


Rs. Rs. 

31st May 192/ - 21,930 Original cost ... 21,460 

31st August 1927 ... 6,400 is - ... 6,550 

31st July 1928 ..« 41,700 4 e .»» 41,535 

28th February 1929. 30, 900 3 ie ... 30,800 

The proceeds of realisation are applied in redemption of 

stocks as follows :— 
Rs. Rs. 

30th June 1927 ... 21,525 In cancellation of... 22,815 Stock 
30th Sept. 1927 ... 6,390 i i. eft Ogee ae 
31s Aug. 1928  ... 41,700 = scae ) 4,800" ae 
31st Mar. 1929  .... 30,875 ” ovitia? CU Wank 


Interest on Debenture Stock is paid er ne on lst J uly 
and lst January. 
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Prepare accounts for the years 1926 to 1929 (inclusive) in 
respect of the Sinking Fund transactions, showing the manner 
in which the Sinking Fund would be compensated for the loss 
of interest resulting from the realisation of investments. 
Show also the manner in which you would deal with the 
accounts relating to Discount on Issue, Profit on cancellation 
of Stock, and Profit and Loss on realisation of Investments. 


Exercise 16-—On 1st January 1939 Kapadia Motors Ltd., 
issued Rs. 20,00,000 of 5 per cent Debentures at 5 per cent discount 
repayable in five yearsat par. The Company reserved the right 
to redeem to the extent of Rs. 2,00,000 in any year by purchase 
in the open market. The interest was payable half-yearly on 
30th June and the same was duly paid. 


On 30th September 1939 the Company purchased 
Rs. 2,00,000 Debentures at a cost of Ks. 1,91,000. Pass the neces- 
sary Journa! entries in the booksof the Company upto 3lst - 
December 1939 including closing entries for the Balance Sheet 
on that date. 

Exercise 17. (G. D. A.)—A limited Company created 
Rs. 1,00,000 Debenture Stock which was issued as follows :— 

(1) To sundry persons for cash 
at 90 per cent. es Rs. 50,000 nominal. 


(2) To a creditor for Rs. 20,000 
capital expenditure in 


satisfaction of his claim. 55 20,000 3 
(3) To the Bankers as collatera 
Security bas ,», 20,000 a 


The issue (1) and (2) are redeemable at the end of i0 years 
at par. How should the Debenture Stock be dealt with in pre- 
paring the Balance Sheet of the Company ? 


Exercise 18 —Madras Telephones J.td., had issued 73 Mort- 
gage Debentures of the sum of Ks. 10,00,000 on Ist February 1936 
ata discount of 5 per cent redeemable in twenty years at par 
but with the right to redeem at any time after ten years ata 
premium of 5 per cent upon three months’ notice being given. 
The Company gave due notice to exercise its option on Ist 
February 1946. The Sinking Fund Investments by then 
amounted to half the amount of the liability and were realised 
at a premium of 10 percent. The whole of the Debentures 
were paid off on Ist May 1946, half the amount required being 
satisfied by aloan on Mortgage from the Kapadia Bank, Ltd. 
Show the entries relating to the:\redemption and the necessary 
Ledger Accounts. 


ET ee Hea 





CHAPTER XXIX. 
Accounts of Joint Stock Companies—(cont.) 


Incorporation of a Joint Stock Company to purchase a 
: Running Concern. 


The following procedure is followed when a I[,imited 
Company is floated to take over a running business: 


(a) Entries are first passed for shares issued for cash. 


(b) “ Business Purchase Account” is opened and debited 
with the purchase price agreed upon and the “Vendors” account 
is credited. 


(c) Accounts are opened for the assets that are taken 
over. These accounts are debited with the fixed values and 
‘Business Purchase *’ account is credited. 


(d) “ Vendors’’ account is debited with the value of 
Shares issued to them in consideration of the Purchase Price 
and ‘ Share Capital Account ” is credited. 


Illustration :—Tho Indian Glassware, Ltd, was incorporated 
on Ist January 1946 with a Capital of Rs. 5,00,000 divided into 
9,000 7% per cent Cumulative Preference Shares of Rs. 100 
each and 6,000 Ordinary Shares of Rs. 50 each to take over the 
business of Messrs. B. & C. at the following valuation: 


Rs. 
Land and Buildings: ... 1,50,000 
Machinery and Plant ... 60,009 
Stock-in-trade and work-in-progress... 30,000 
Book Debts ... 15,000 
Goodwill we 95,000 
3,590,000 


The consideration was to be the issue to the Vendors of 
500 Preference shares, 4,000 Ordinary Shares and the balance 
was to be paid in cash. 


Of the remaining Capita!, 1,500 Preference Shares and 
1,500 Ordinary shares were issued to the public, payable one- 
fifth on Application, two fifths on Allotment, and two-fifths on a. 
Call to be made on February 15th. Subscriptions were received 
for 1,600 Preference Shares and 1,300 Ordinary shares, the 
application payments on 100 Preference shares being returned 
to the applicants. All the remainder were allotted on January 
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25th. The payment due on Allotment were received, and 
settlement made with the Vendors. The Call was nice in 
due course and on March Ist, Rs. 20,000 had been received on 
accountof same from Preference Shareholders and Rs. 18,000 
from Ordinary Shareholders. The Preliminary Expenses 
amounted ,to Rs. 4,500. Write up the books and accounts 
necessary vo give effect to these transactions and show the 
statement of the Capital in the Balance Sheet as at March Ist, 


Journal Entries. 





































To Business Purchase Account 
(Being the incorporation of the assets taken 
over from the vendors), 


1946 Rs, Rs. 
Jan. 25 |Preference Share Application Account Dr.| 30,000 7 
To Preference Share Capital Account © er 30,000 
(Seing the transfer of Application money 
received on 1,500 Preference Shares). 
25 |Ordinary Share Application Account Dr, 13,000 
To Ordinary share Capital Account a 13,000 
(Being the transfer of application money 
‘ received on 1,300 ordinary shares). 
aren Share Allotment Account Dr. 60,000 
| To Preference Share Capital Account cr 60,000 
(Being the amount due at Rs. 40 per share on 
| 1,500 Preference shares allotted as per 
| Minute dated January 25th. 
29 [Ordinary Share Allotment Account > Dr.) 26,000 
| To Ordinary Share Capital Account 26,000 
(Being the amount due on 1,300 Ordinary 
share at Rs. 20 per share alloted as per | 
Minute, dated January 25th, 
20 perenne Purchase Account Dr, 3,50,000 
To Vendors’ Account 3,50, 000 
(Being the purchase consideration payable to 
the Vendors forthe assets acquired by the 
| Company as per agreement, dated............and 
| adopted by the Board on———). 
— SES TE Ee, Ses Rae Te Te 
25 Nand and Buildings Account Dr! 1,50,000 
Plant and Machinery Account if | 60,000 
‘Stock-in-Trade Account = 30,000 
‘Sundry Debtors 15,000 
iGoodwill Account “s 95,000 











ol 
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Journal Entries—(contd.) 


CRE PR ET 








Rs. Ra. 

Jan. 25 |Vendors’ Account Dr.| 2,50,000 

To Preference Share Capital Account . £0,000 

To Ordinary Share Capital Account - 2,00,000 
(Being the Allotment to the Vendors of 500 

Preference and 4,000 Ordinary shares, all as 

fully paid up,in part payment of purchase 

consideration as per Board’s Resolution of 


C08 FOU coe veose 





| 








er, | 





Feb. 15 Preference Share Call Account Dr. | 60,000 
To Preference Share Capital Account . 60,000 
(Being the amount due on Call on 1,500 Pre- 
ference shares made as per Board's Resolu- 
tion of February 15th). 


i 


RS — 




















Ordinary Share Call Account Dr. 26,000 
To Ordinary Share Capital Account 26,000 
(Being the amount due on Call on 1,300 ordi- 
nary sharesas per Board’s Resolution, dated 
February 15th). | 
Cash Book. 
RECEIPTS, Rs. PAYMENTS, Rs. 
To Preference Share Applica- By Preference share Appli- 
tion Account. cation Account, 
(Being Application deposits (Being return of Applica- 
of Rs. 20 per share .on tion Deposit) we | 2,000 
1,600 shares applied for).; 32,000 | ,, Preliminary Expenses. 
,, Ordinary Share Applica- (Being amount expended on 
tion Account — (Being Registration and Pro- 
application Deposit of motion | 4,500 
Rs. 10 per share on 1,300) », Vendors’ Account. 
shares applied for) ... | 13,000 (Being the payment to 
» rreference Share Allot- Vendors in final settle- 
ment Account. ment) .« |1,00,000 
(Being Allotment money 
received on 1,500 shares », Balance C/d ... | 62,500 
at 40 per share 60,000 
» Ordinary Share Allotment 
Account, 


(Being Allotment money 
received on 1,300 ordi- 
nary shares at Rs. 20 per 
share 
, Preference Share First 
Call Account. 

(Being amount received on 
account of first Call on 
Preference shares) 
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Cash Book-—(conid.) 








RECEIPTS. Rs. PAYMENTS. Rs. 
B ...| 1,51,000 B/d_... | 1,69,900 
Ordinary Shares First Call | 
Account. | 
(Boing the ammount received 
on account of first call 
on Ordinary Shares... | 18,000 | 
1,69,000 1,69,000 
To Balance B/d ww 62,500 





Preference Share Application Account 





Rs. Rs, 
To Preference Share Capital By Bank | 32,000 
Account | 30,000] — 
» bank ae 2,000 
32,00 32,000 


eg eee =a eS ee eee 


Ordinary Share Application Account 








“To Ordinary Share Capital 
Account ane 





Preference Share Allotment Account 

aT eer te ti eerie anit sirens 

Rs, Rs, 
By Bank 








To Preference Share Capital 
Account ve 





Ordinary Share Allotment Account 


oe 








Be ere Tee Rs. 
To 2 eg Share Capital F vo» | 26,000 





CERES “ee wees eo: | * 
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Preference Share Call Account 






































Rs, | Rs, 
To Preference Share Capital By Bank «| 20,000 
Account s+ 60,000] By Balance c/d | 40,000 
| were sme 
| 60,000 
,», Balance b/d ...! 40,000 ———— 
Ordinary Share Call Account 
Rs. Rs. 
To Ordinary Share Capital By Bank © | 18,000 
Account eee 26,000] By Balance c/d se 8,000 
26,000 ae 
es ne meee 26,000 
#9 Balance b/d eee | 8,000) 2 aa eee 
Preference Share Capital Account 
To Balance c/d eee | 2,00,000] By Preference Share Application 
Account ee | 30,000 
» Preference Share Allotment 
Account ee | 60,000 
» Wendors’ Account eee | 50,000 
»» Preference Share = Call 
Account ive 60,000 
2,00,000 
», Balance b/d ee. | 2,00.000 


Ordinary Share Capital Account 





AE TRON CSE Net Be ALE ITN ROTI 


| Rs. : Rs, 


To Balanee c/d »+- | 2,65,000] By Ordinary Share Application 
Account a» | 18,000 
», Ordinary Share Allotment 
Account w«| 26,000 
»» Vendors’ Account vos! 200,000 


», Ordinary Share Call A/c ...| 26,000 


ee ee A 


2, 65, 0 ‘ 3,65 000 


» Balance b/d wea | 2,685,000 
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Business Purchase Account 


A OREO STE EMER SORBATE RAM A FOL 





: Rs, Rs. 
Jo Vendors’ Account .»» | 3,60,000! By Land and Buildings Account | 1,650,000 
» Plantand Machinery A/c ...| 60,000 

“ | ,, stock-in-trade and work in 

progress Account ree 30,000 
| ,», Sundry debtors .» 15,000 
,, Goodwill Account ay 5 95,000 
3,50,000 3,60,000 


FETE mere SY SE GE) SER 


Vendors’ Account 











7 : Rs. 
To Preference Share Capital By Business Purchase Account | 3,50,000 
Account er 
», Ordinary Share Capital 


. Account ae 
_», Bank Account es | 


3,50,000 


= ca Ses ee 
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The Indian Glassware Ltd. 
Balance Sheet as on Ist March °46 








CAPITAL & LIABILITIES PROPERTY & ASSETS 
Rs, Rs, S. Rs. 
Authorised : Goodwill at cost... H 
2,000 73% Cumulative Land and Buildings ...| 1,50,000 
Pref. Shares of Machinery and Plant 
Rs. 100 each .e.| 2,00,000 at cost ...| 60,000 
6,090 Ord, Shares of ————| 3,056,000 
Rs, 50 each seo} 3,00,000 Preliminary Expenses 4,500 
7 a ee Stocki-n-trade and 
5,00,000 work in progress ... 30,000 
estes Book debts ae 15,000 
Issued Capital : Cash at Bank es 62,500 


2,000 73% Cumulative 

Pref. Shares of 
Rs. 100 each ee. | 2,00,000 
5,550 Ord. Shares of 

Rs. 50 each vee) 2,475,000 


3 4,75,000 
Subscribed and Called 7 
up Capital: i 
1,500 74% Pref, Shares : 
of Rs. 100 each | 
fully Called up _...| 1,50,000 
500 73% Pref. Shares | 
of Rs. 100 each 
issued to the vendors 
as fully paid up .... 50,000 
1,300 Ord. Shares of) 
Rs. 50 each fully ; 
Called up | 65,000 
4,000 Ord, Shares of , 
Rs. 50 each issued to 7 
the vendors as fully | | ? 
paidup ...| 2,00,000 eee 


(EPS nT SEND EATS 





| | 4,65,000 

Less Calls unpaid as) — 
under: + 

On Pref. Shares 40,000 

On Ord, Shares 8,000) 48,000 


———— 7,0 ee age hie Ses 
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Illustration.—The Balance Sheet of A, B and C stood as 
under when they sold off the concern to a newly started Joint 


Stock Company :— 
Rs. Rs. 
A’s Capital 45,000 Landand Buildings... 28,000 
B's Capital 30,000 Machinery ... 14,000 
C’s Capital 15,000 Stock 26,000 
Creditors 8.000 Bills Receivable 12,000 
Debtors 18,000 
98,000 98,000 


oo EY Ce SS 


The Joint Stock Company is started with a Capital of 
Rs. 2,00,000 divided into 2,000 shares of Rs. 100 each. It also 
issues Debentures for Rs. 10.000. The entire concern of A, 
Band Cis taken up by the Company on agreeing to pay them 
as under :-— 


Shares Debentures Cash 

Rs. Rs. Rs. 
A we 24,000 18,000 6,000 
B ... 16,000 12,000 4,000 
C io 8,000 6,000 2,000 


The remaining shares and Debentures are issued to the: 
public which are all taken up and paid for with the exception 
_ of 200 shares held by John on which he has not paid the Final 
Call of Rs. 40 per share which were forfeited (after due notice 
to John) and reissued asfully paid at a discount of Rs. 20 per 
ghare. The Company paid Rs. 1,000 for Preliminary expenses. 
The balance of forfeited amount is utilised firstly towards 
writing off both goodwill and Preliminary Expenses entirely 
and then to wards Machinery which stood in the Balance 
Sheet at inflated value. 


Pass the necessary Journal entries in the Books of the 
Joint Stock Company and prepare also the Balance Sheet. 


Journal Entries in the Books of the Company. 





Rs. Rs. 


_ Land and Buildings Account 
_ Machinery Account 
Stock Account 
Bills receivable Account 
_ Debtors Account | 
- Goodwill Account 
- -To Sundry Creditors 
ie » Vendors’ Account 






7 
ae 
tae 







ey ta 





__agreed value of Rs, 96,000) _ 





Dr. 28,000 
Dr.| 14,000 
Dr. 26,000 
Dr. 12,000 
Dr, 18,000 
Dr. 6 000 | 


Being values of various assets, including Goodwill and - 
liabilities taken over from the Vendors A, B and C at an 





ee ei 


8,000. 
96,000 — 
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Journal Entries in the Books of the Company. 





Rs. | Rs, 
Vendors ; DF, 84,000 
To Share Capital Account ee | 48,000 
To Debentures Account = 36,000 
(Being issue of share and debentures to the partners of | 
the Vendor firm in part satisfaction of the purchase b 
consideration) 








Cash Dr. 
Share Final Call Account Dr. ra | 
To Share Capital Account . ; 1 y 52.000 
(Being amount received from the public on the remaining | ere 
shares issued to them with the exception of Rs. 40 per 
share of Final Call on 200 shares) 





| 
Cash Dr. 64,000 | 
To Debentures Account ne 64,000 
(Being amount received from the public on the issue of the | 
balance of Debentures) age 





ae ee ee 


Share Capital Account Dr. 


To Forfeited Shares Account ee 17,000 


To Share Final Call Account 8,000 


(Being entry for forfeiture of 200 shares held by John for 
the non-payment of the Final Call of Rs. 40 per share 
as per the Resolution of the Board of Directors of.........)... 





16,000 
4,000 


Cash Account Dr, 
Forfeited shares Account Dr. 
To Share Capital Account 20,000 
(Being amount received on re-issue of 200 forefeited 
shares at a discount of Rs. 20 per share as per the 
Resolution of the Board of Directors of............ ) an 


Vendors Account Dr. 12,000 
To Cash 
(Being balance of Purchase consideration paid off to the 


Vendors) 


12,000 


Preliminary Expenses Account Dr. 
. To Cash : 
(Being payment of Preliminary Expenses) 


1,600 











—_--—- 


Forfeited shares Account Dr. 8,000 | 

To Goodwill Account sé 6.000 

To Preliminary Expenses Account eR ee oa 1,000 

To Machinery Account “ks 1,000 

(Being amount standing to the credit of Forfeited shares . 

Account utilised in wiping off goodwill and Preliminary 
Expenses and in reducing the value of machinery) 





405 
oh Obi) fee ee eS aoe. tothe; 


Balance Sheet as at...........c.ccscocceccovsecee 




















CAPITAL AND LIABILITIES. | Rs. PROPERTY & ASSETS, Rs, 
° 
Authorised Capital— Land and Buildings ...| 28,000 
2,000 shares of Rs. 100 each) 2,00,000} Machincry on 13,000 
| -——| Stock in trade ...| 26,000 
Issued and Subscribed Capital | Bills Receivable ... 12,000 
480 shares of Rs. 100each | Debtors Ss 18,000 
issued to vendors as fully | Cash 2,11,000 
paid Rs. 48,000 ... 
1,620 shares of 100 | 
each fully called | 
up Rs 1,562,000 .; 2,00,000 | 
Debentures (including those | 
of the face valne of 
Rs, 36,000 issued to the | | 
Vendors as fully paid)...{ 1,00,000 | 
Sundry creditors 7 8,000 
ena ee 
808,000 _ 8,08,000 
| 











Treatment of profit or loss prior to incorporation or commencement 
certificate:_-When a Company takes over a running business 
before a certificate to commence business is issued to it, the 
profits earned prior to such date cannot be treated as earned by 
the Company as it had no legal existence then. In the same 

~ sense, any loss sustained prior to the date of commencement 
of business cannot be treated as a loss incurred by the 
Company. 

Any profits so earned are to be transferred to “Capital 
Reserve Fund’’. If the vendors are entitled to payment of 

_ interest on the purchase price from the date of purchase to the 
date of payment, the interest payable will be the first charge 
on the profits and if any balance is left thereafter it should be 
transferred to ‘Capital Reserve Fund”, to be used to make 
good any depreciation of the fixed assets acquired by the 
Company or to write down Goodwill. It is not considered 
correct to use such profits to write off Preliminary Expenses 

as this would relieve the new Company’s profits i a burden 
which they should rightly bear. 

Any loss so sustained is added to the amount of ‘" Good- 
will” paid to the vendors. If no Goodwill is paid, the amount of 
loss is debited to “ Goodwill] *’ Account, that should be opened. 

Method of ascertaining profits prior to commencement .—If stock j ig . 
taken and valued on the day of commencement of business and ° 
accounts are balanced on that date, any profit or loss sustained 
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can be determined by construction of a Trading and Profit and 
Loss Account. In majority of cases, this is not done and as 
a result the first Trading and Profit and Loss Account includes 


the figures from the date of purchase to the date of closing the 
accounts, 


Profits before and after date of commencement of business 
are thereupon apportioned on any one of the two basis :—(a) on 
the basis of respective period ; (4) on the basis of the respective 
turnover of each period. 


Illustration.—-George Oakes Ltd., was incorporated on Ist 
May 19416 to take over the business of Gordon Woodroffe 
(Motors) Ltd., as a going concern from the lst January of the 
Same year. The total turnover for the year ending 3lst 
December 19146 was Rs. 15,00,000, namely Rs. 4,50,000 for the 
first period upto lst May and Rs 10,509,000 for the following 
period. The net profit for the year was Rs. 1,51,200. How 
should the profits earned prior to incorporation be ascertained ? 


SOLUTION : 


According to respective periods of time, we get 4/12ths 
of Rs. 1,51,200 or Rs. 50,400 as the profits earned prior to 
incorporation, and 8/12ths of Rs. 1,51,200 or Rs. 1,032,800 as the 
Company’s own net profits to be appropriated or divided 
amongst the shareholders in whatever way it chooses. 


According to the respective turnovers, we get 3/10ths of 
Rs. 1,51,200 or Rs. 45,360 as the profits prior to incorporation 
and 7/10ths of Rs. 1,51,200 or Rs. 1,05,840 as the Companys 
own net profits to be appropriated by the Company in what- 
ever way it chooses. | 


Exercises on formation of Companies to acquire running business. 


Ex-!. (R. A. 1944).—The Crescent Company Limited was 
formed to acquire the business of A and B who share profits 
9/3rds-and t/3rd respectively and whose Balance Sheet was as 
under on 3lst December 1942 :— 


LIABILITIES. ASSETS. 
Rs. | Rs. 
Bills Payable sae 7,200 } Land and Buildings ite 40,000 — 
Sundry creditors ove 21,600 | Machinery pes 20,000 
Mrs. A’s Loan 3 3,200 | Stock wa 24,000 
Capital A 64,000 me Debentures bis 23,200 
B_ 40,000 at Bills Receivable sls 6,400 
———— 1,04,000 | Investments a 4,800 
Cash at Bank a 9,600 
Goodwill bt 8,000 


o—meweeess SE ee — LE SD TT 


Rs... 1,36,600 Rs... 1,36,000 
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It was agreed to take over the assets at book value with 
the exception of Land and Buildings and Stock which are taken 
over at ks. 45,000 and Rs. 20,000 respectively. The Invest- 
ments are retained by the firm and sold by them for Rs. 4,000. 
They also discharge the loan of Mrs. A of Rs. 3,200 but the 
Company takes over the remaining” liabilities. 


The purchase consideration is fixed at Rs. 1,51,600 payable 
as follows :—Rs. 76,000 3 per cent Debentures, 608 fully paid 
Ordinary Shares of Rs. 100 each and the balance in cash. 


The Assets forming the purchase consideration are to be 
divided in proportion to the balance standing to the credit of 
the Capital of A and B after making the adjustments rendered 
necessary by the sale of the business. 


Show the Ledger accounts closing the books of A and Band 
the Journal entries opening the books of the Crescent Company. 
Limited. 

Ex-2. ([ndian Inst. of Bankers 1946).--The firm of K. & L. 
decide to turn their business into a Limited Liability Company 
as from Ist January 1944, The firm’s Balance Sheet at that 
date was as follows :— 


K, & L.—Balance Sheet-—Ist January, 1944. 


SF a Te . 


ORO TET ESE, EP Se 














LIABILITIES, ASSETS, 

Rs. Rs, 
Capital Accounts— Freehold Preperty “eh 20,000 
K 25,000 ' Fixtures & Fittings * 10,000 
3 8,500 ) Stock-in-trade ra 20,000 
a 34,000 | Sundry Debtors “se 15,000 
Trade Creditors lie 30,000 | Cash at Bank oa 7,900 
Loan on Mortgage be 9,000 | Cash in Hand iA 100 
Rs... 73,000 BS .s6 73,000 





Profits are shared—K, two-thirds; L, one-third. 

The Sale Agreement provides that the Company shall take 
over alli assets and liabilities with the exception of Sundry 
Debtors and Loan on Mortgage. The purchase consideration 
is Rs. 25,000 payable in Ordinary shares of ke. 1 each (iully 
paid). It is agreed that the Loan on Mortgage shail be paid off 
and the Book Debts collected by tne Company on behalf of the 
firm, the amount due to the late partners being paid to them as 
required, the baJance standing at the credit of their respective 
accounts to bear interest at the rate of 6 per cent per annum. 


(a) Close the Firm’s books at 1st January 1944. 


The Mortgage was paid off on 3lst January and all 
partnership debts were collected at an average date of three 
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months. The accounts for the half-year ended 30th June 1944 
showed the following balances :— 
Stock Rs. 22,000; Debtors Rs. 10,000, Cash at Bank and in 
Hand Rs. 8,500 ; Creditors Rs. 29,000. 
(b) Assuming the values of the other assets to be 
oe show the position of the Company at 30th June, 
Ex-3. (Chartered Accountants) —James and Wompany’s 
neneue Sheet at 3lst December 1937 shows the following 
gures :— 


£ 
Land and Works .. 120,000 
Stock and work in progress rts 70,000 
Patents and Licences, etc a 10,000 
Book Debts ih3 60,000 
Cash at Bankers and in Hand os 40,000 
Bills Receivable : ne 10,000 
Trade and Cash Creditors ... 100,000 


They sold the business toa Company (which was formed 
with a Share Capital of £200,000 divided into 100,000 ordinary 
and 100,000 Preference Share of £1 each and a Mortgage 
Debenture Capital of £100,00C) for £300,000 to be satisfied by 
the issue to them of the whole of the Ordinary Shares, 50,000 
of the Preference Shares, £50,000 Debentures and the balance 
in cash. 

The balance of the Preference Shares (at par), and of the 
Debentures (at 105) were issued to and taken up and paid for 
by the public as follows :— ' 


Preference shares. Debentures. 
On Application es 25s. 25% 
On Allotment ae 8s. 40% 
On 31st March 1938 ie 10s 40% 


Underwriting and Preliminary Expenses amounted to £16,000. 
Make the necessary entries in the Company’s Books and 
prepare the opening Balance ‘Sheet. (Balance Sheet total 
£402,500). 

Ex-4. (R.A. 1938).—The Modern Co. Ltd., is registered 
with a Nominal Capital as under :—4,000 Ordinary shares of 
Rs, 50 each ; 4,000 8 per cent Preference shares of Rs. 50 each. 
The Company acquires a factory fora purchase consideration 
of t:s. 3,00,000 payable as to Rs. 1,00,000 in fully paid Ordinary 
shares (at par); as to Rs. 1,00,000 in fully paid Preference 
Shares and as to Rs. 1,00,000 in fully paid 6 per cent Debentures. 

In the case of Ordinary shares Rs. 20 are payable on 
Application and Rs. 30 on Allotment. The remaining Ordinary 
shares are issued to and taken up by the public at a premium 
of 4 per cent payable with Allotment money and all the Calls 
were duly madeand paid excepting the Allotment and premium 
money on 500 shares, | 3 | 
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In the case of Preference shares Rs. 10 are payable on 
application Rs. 25 on Allotment and Rs. 15 on Call (which is not 
made as yet). Amounts due on Application and Allotment are 
duly received excepting the Allotment money on 600 shares 
which are subsequently forfeited after due notice. The 
premium received on Ordinary shares is utilised for the 
Debenturee Redemption Fund, the same being invested in 
Government Paper. All the Shares and Debentures are duly 
allotted to the Vendors Draft Journal entries for recording 
the above transactions and prepare the Balance Sheet of the 
Company. 


Ex-5. (R.A. 7942).—-Brown & Co., owners of Clive Engineer- 
ing Works, converted their business into a Company limited 
by shares. The Company was incorporated on 30th June 1941 
under the name and style of Clive Engineering Works, Ltd., 
with an authorised capital of 20 lakhs divided into 10,000 
Ordinary shares of Rs. 100 each and 20,000 6 per cent. 
Preference shares of Ks. 50 each. On tst July 1941 the 
Company took over from Brown & Co., the Vendors, Land and 
Buildings Rs. 40,000, Plant aud Machinery Rs. 1,00,000, Raw 
Material of Rs. 5,000, inished goods Rs. 50,000, Work-in- 
progress Rs. 10,000, and sundry debtors Rs. 6,000 as assets, and 
sundry creditors Rs. 31,000 as liabilities, and allotted to them 
2,000 fully paid up Ordinary Shares, as an agreed price for 
acquiring the said assets and liabilities. All the Preference 
Shares and the balance of the Ordinary Shares were issued to 

the public for subscription at a premium of Rs. 2 and Rs. 5 per 
share respectively. The shares were payable at 20 per cent 
with Application, 20 per cent on Allotment, and the balance as 
and when called by the Directors. On 3lst July 1941 the 
Company’s tankers informed having received applications for 
5,000 Preference and 4,000 Ordinary Shares together with the 
premium and the Application money. The Directors thereupon 
allotted the said shares on 5th August 1941. The Company 
duly received the Allotment money through its bankers except 
on 2 Preference Shares held by Mr. Smith and one Ordinary 
share held by Mr. Jones. On 30th October 1941 the Directors 
forfeited the said shares. On 15th November 1941 the two © 
forfeited Preference shares were re-allotted to Mr. Fox on his 
paying tothe Company's bankers the Allotment money due 
plus &s 5 as interest, etc. On 15th December 1941 the Directors 
made the first Call at 10 per cent on the shares so far allotted 
payable on or before the 3lst December 1941 but nothing was 
received towards the Call by that date. 


Pass necessary Journal entries to record the above transac. - 
tions and show how the Capital account will appear in the 
Company's Balance Sheet as on 31st December 1941, | 
a. 
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Exercise 6. (Chartered Accountants). 


J. Smith’s Balance Sheet showed the following Assets and 
Liabilities :— 


| £ 
Land and Building seen, d OU 
Stock ,. 200,000 
Work-in-progress ... 43,000 
Sundry Debtors ... 90,000 
Patent Rights ver 8,000 
Cash at Bank ne 5,000 
Sundry Creditors vase I a 
Sundry Bills Payable va 6,000 


A Limited Company (J. Smith & Co., Ltd.) was formed to 
purchase the business for the sum of £350,000 payable as to 
£100,000 in Ordinary Shares, £100,000 in Preference Shares, 
£100,000 in 45 per cent Debentures and the Balance in cash, 
the Company agreeing to take over the Assets of J- Smith 
(with the exception of the Bank balance) and the liabilities to 
Creditors. 


The registered Capital of the Company was £400,000 divided 
into 250,000 Ordinary and 150,000 Preference shares of £1 each. 


50,000 Ordinary Shares and the balance of the Preference 
Shares were issued for subscription by the public payable 5s. 
per share on Application, 5s. per share on Allotment, and 
10s. per share one month after Allotment. 

The Issued Capital was fully subscribed and the Shares 
(including the Vendor’s shares) and the Debentures were 
allotted by the Company on Ist March 1938. By the30th June 
all money due thereon had been received by the Company 
except the amounts due on Allotment and Call accounts in 
respect of 200 Ordinary Shares and 100 Preference Shares and 
the Directors had discharged the Company’s cash indebtedness 
to the Vendor, paid the Preliminary Expenses of £5,000, and 
declared the Shares forfeited upon which Allotment and Calls 
were in arrears. 

Give the entries which 10.2 appear to record these 
transactions (in totals) in the Company’s Journal, Cash Book 
and Ledger. 


Exercise 7. (Incorporated Accountants). 


Make the necessary entries in Journal form to record the 
following krangap oe in the Books of Accounts of a Limited 
Company :— 

1. January ist, 1937. The Company purchased from 
-Vendors, Plant and Machinery valued at £5,000, Stock-in-Trade 
valued at £2,900, and Patent kKights valued at £3 ,000. 


ne 


All 


2. January 10th, 1937. The Company allotted to 
Vendors, in part-payment of purchase of these Assets, 800 fully 
paid Ordinary Shares of £10 each and issued 25 Mortgage 
Debentures of £100 each in satisfaction of the balance of 
purchase money. 


3. January 15th, 1937. The Company allotted to Appli- 
cants, 1000 Ordinary Shares of £10 each, having received on 
game date £2 per share, the amount payable on Application and 
allotment. 


4. February 15th, 1937. First Call of £2 per share made 
on 1,000 Ordinary Shares. 


5. February 20th, 1937. Payment of First Call received 
in full. 


6. March 1st. 1937. The Company received £2,500 in res- 
pect of Book Debts dus to Vendors, agreed to be collected on 
their behalf. Vendors agreed to accept 30 Mortgage Deben- 
tures of £100 each in payment thereof and these Debentures 
were issued to them on this date. 


7. April lst, 1937. Certain Shareholders being desirous 
of paying the balance due on their shares pending further 
Calls, the Company agreed to allow them 5 per cent per annum 
Interest on Calls paid in advance. £300 were received onthis 
date from shareholders under this agreement. 


8. April 15th, 1937. The Company applied the sum of 
£2,300 in redeeming 20 Debentures of £109 each at a premium 
of £10 per cent with £100 interest thereon to date of redemp- 
tion. 


In addition to the entries in the Books of Accounts, state 
briefly what other entries must be made in the records of the 
Company in respect of the above transactions. 


Exercise 8. 


A Syndicate purchases business of H.F. Kapadia and later 
floats it at a profit, the new Company taking up the same as at 
the date of original purchase. The following are the value of 
the assets transferred— 


As received As valued by 
by Kapadia. the Company. 
eel | | syncs Rs. Rs. 
-‘ Stock-in-Trade ..  3,04,000 2,80,000 
Book debts ne 70,000 70,000 
Furniture and Fittings ... 30,000 90,000 


| Other Assets avs 7,000 7,000 
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Kapadia in addition received Rs. 1,00,000 for Goodwill and 
the Syndicate’s price per sale agreement is Rs. 6 lakhs. Prior 
to incorporation of the Company, Kapadia continues the busi- 
ness for two months at the Syndicate’s risk, and out of moneys 
collected appropriates Rs. 84,000 (debiting the same to his own 
account) for payment of his trade liabilities which were not 
taken over. This sum is adjusted between Kapadia and the 
Syndicate in settlement of the purchase pricc. 


Pass the entries in the Company’s Journal, recording the 
purchase of the above Assets and Goodwill and adjusting the 
above said amount of Rs. 84,000. Also prepare a statement (in 
detail) of the profit made by the Syndicate on the above sale to 
the Company. 


(Profit made by the Syndicate on Sale of Business to the 
Company is Rs. 89,000). 


Exercise 9. 


Indian Union, Ltd., was incorporated on 15th Augtst 1946 
for the purpose of taking over as a going concern the business 
of Sunshade Manufacturers carried by Binny & Co. The pur- 
chase price was determined on the basis of a Balance Sheet 
drawn up as on Ist February 1946 and the sale agreement pro- 
vided that the vendors should be entitled to 50 per cent of the 
profits earned prior to incorporation in lieu of interest on the 
unpaid purchase money. 

Accounts were prepared for the year to Ist February 1947 
the summarised trading results being as follows :— 





Rs. Rs. 
To materials Consumed 7 57,000] By sales less returus .. 1.02,000 
To Manufacturing Wages ... 15,000 
To Gross Profit o/d. ef 30,000 
1,02,000 1,02,000 
To Genoral Expenses ie 18,300] By gross profit b/d. Re 30,000 
To Net Profit = 11,700 | 
30,000 ~~ 30,000 








Further enquiry shows that (a) the General Expenses included 
Directors’ Fees of Rs. 750 and Formation Expenses Rs. 900, (d) 
Sales to the value of Ks. 33,000 were made during the first 
6 months of the trading period. 

You are required to prepare a statement showing the profits | 
earned prior to and since incorporation and the proportion 
- thereof due to the Vendors and to state how the Company mi 
deal with the profits earned in the respective periods, 


ad 
a2 
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CHAPTER XXX. 


Amalgamation, Absorption and Reconstruction of 
, Joint Stock Companies. 


Amalgamation.—T wo or more Companies carrying on business 
of a like nature may find it to their mutual advantage to 
amalgamate. The objects secured are :— 

(1) elimination of competition ; 

(2) reduction in establishment and management charges ; 

(3) economy : in purchases of raw materials and stores ; 
in publicity and marketing of goods ; in maintaining 
research Jaboratories. 

There are three principal forms of amalgamation:— 


(2) The Companies agreeing to the scheme of amalgama- 
tion sell ‘their businesses to a new Company and go into 
liquiJation. The new Company takes over the assets and the 
liabilities of the Companies going into liquidation. 

An example of this type is the Associated Cement Company 
of India, Ltd. It has been the result of amalgamation of seven 
different Cement Companies working in different parts of the 
sountry- 

(b) An existing Company buys over or absorbs another 
Company doing similar business and the latter Company goes 

~ into liquidation. The Western India Match Co., Ltd. has 
absorbed a number of small Match Companies. 


(c) A “ holding Company ”’ is floated to acquire and hold 
majority of shares of .wo or more existing Companies who 
retain their separate existence. 


Reconstruction-—Reconstruction of a Company is called for 
when it is not in a position to carry on the business because of 
the past losses in trading and financial difficulties resulting 
therefrom. A new Company is started to take over the assets 
of the old Company atthe revised value. The creditors of the 

old Company are offered terms of settlement under which they 
may be asked to accept Debentures, in full or part-paynient of 
the debts due to them. The shareholders of the old Company 
are offered partly paid shares in the new Company in return 
: oe their holdings i in the old Company. The old Company is 
ti into liquidation. The new Company is generally formed 
th the same or similar name, with the same objects and is 
pe sosed ah the same onareholders, as the old Company which 
iquidate 
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Under amalgamation or absorption the shareholders of the 
liquidated Companies generally gain by receiving a higher 
return for their holding; under reconstruction the share- 
holders of the liquidated Company lose, as they have to make 
good the loss sustained by the Company and in addition they 
are required to provide fresh Working Capital. 


rr 


Illustration : Amalgamation by formation of a new Company.—The 
Chandra Mills, Ltd. and the Mohan Mills, Ltd. agree to combine 
and form a new Company under the title of the ‘ Chandra 
Mohan’ Mills, Ltd. The Contracts provide that the new Com- 
pany is to take over the whole of the assets and liabilities of 
both Companies as agreed in the contracts and issue to each of 
the old Companies fully paid shares of Rs. 50 each to the value 
of the net assets acquired by it. 


The balances in the Books of the vendor Companies at the 
dase of the  amnsamnama tien 9 were as nalen i — 





Chandra Mills Ltd. | Mohan Mills Ltd. 


——— 





| Dr. | Cr. Dr, Cr. 
Rs. Rs. Rs. Rs. 
Share Capital | 2,50,000 2,00,000 
Creditors | 41,000 30,000 
Reserve Fund ec 50,000 
Profit and Loss Account ... | 20,000 | 10,000 
Goodwill Ks ie _ 10,000 
Free hold property ... — 55,000 75,000 
Plant and Machinery dan 90,000 1,00,000 
Stock of goods Fee ft 75,000 45,000 
Debtors eae a 40,000 25,900 
Cash at Bank ve ao 11,000 35,000 


ed 


2,90,000 


ee OO cee a EEE 


291,000 | 2,91,000 | 2,90,000 








Assume the amalgamation was duly completed. Prepare: 
(1) the Liquidator’s closing Accounts for the old Companies ; 


(2) the opening Accounts and the first Balance Sheet of the 
new Company. 


Hints for preparing Liquidator’s Account—1. Close the Real 
Assets Accounts by transferring the balances to Business 
Realisation Account. 


2, Close the Creditor’s Account by transferring the 
balance to Business Realisation Account, | 
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3. Debit the Purchaser with the agreed purchase price 
and Credit the Business Realisation Account. Any profit or 
loss shown by Business Realisation Account is to be transfer- 
red to Sundry Shareholders’ Account. 

4. Transfer the balances of Capital Account, Reserve 
Fund Account, and Profitand Loss Account to Sundry Share- 
holders Account, which is to be debited with the value of 
shares of the new Company distributed to them. 


SOLUTION :— 
The net assets taken over from Chandra Mills Ltd., are 
valued as under :— 


Rs. 
Total assets bia 2,271,000 
Less creditors vp 41,000 
°2,30.000 


The net assets taken over from Mohan Mills Ltd. are 
vaiued as under :— 


Rs. 
Total assets Pa 2,90,000 
Less creditors ay 30.000 
-2,60,000 


Books of Chandra Mills Ltd. 
The Principal Ledger accounts are as follows :— 


Business Realisation Account 





5: Rs. 
To Sundry Assets ee cH 00 a Creditors 41,000 
0 y ’ Chandra Mohan Mills Ltd | 2 2,30,000 
2,71,0 2.71,000 


| 


omen (Se ee cee 
+ 





Chandra Mohan Mills Ltd. 





| 
Rs. Rs. 
: tf Shares Ascount w. | 2,380,000 





To Business Realisation | 
rs  cagpetne all es 


2,30,000 


; 2,30,000 2,30,000° : 


ad 
nl oa eS CE 
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Shares Account 











| 


| Rs, | Rs. 
To Chandra Mohan Mills” By Sundry Shareholders | 
Ltd. eee 2,090,000 Sein distributed) | 2,30,000 
2,30,000 -2,30,000 








Share Capital Account 








Rs. | Rs. 
To Sundry Shareholders .. | 2,090,000] By Bal. B. F. | 2,090,000 
eee |e ere recs 
Prifit & Loss Account 
| Rs. | Rs. 
To Bal. B. F. i : 20,000) By Shareholders’ Account| 20,000 








Sundry Shareholders Account 





Rs. |.) oe Se ee ee 
To Profit and Loss Account| 20,000] By Share Capital Account ... | 2,50,000 
= Shares distributed «| 3,380,000 


2,090,000 2,50,000 
sbis | 











ome 





Books of Mohan Mills Ltd. 
The Principal Ledger Accounts are :— 


Business Realisation Account 








a eel 

Rs. Rs. 
Assets eo | REO 000 By Creditors 30,000 
ey ee », Chandra Mohan Mills Ltd 2,60 000 
2,90,000 2,90,000 

Chandra Mohan Mills Ltd. 
Tr el 

Rs. | Rs, 

To Business Realisation A/c | 2,60,000} By Shares Account ... | 2,60,000 





Shares Account 





——— 


Rs 
handra Mohan Mills Sundry Shareholders 
Td (Shafes received) ... | 2,60,00 Raye hogs distributed) ... | 2,60,000 
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Share Capttal Account. 


) 
| 





To Sundry Shareholders | Re, | Rs. 
Account ...  2,00,000] By Balance B/F. .» | 2,00,000 
"2,00,000 "2,00,000 


Reserve Fund Account. 

















To Sundry Shareholders Rs, | , 
Account... | 50,000) By Balance B/F. ..| 90,000 
50,000 | 50,000 
Profit and Loss Account. 
To Sundry Shareholders b= Eee; Rs. 
Account .. | 10,000) By Balance B/F. vee | 10,000 





10,00 10,000 





Sundry Shareholders’ Account. 











| Rs. | Rs, 
To Shares distributed o. 2,600,000) By Share Capital Account ... | 2,00,000 
By Reserve Fund oo» 90,000 
By Profit and Loss se | 10,000 
2,60,000 2,60,000 





4 





Books of the Chandra Mohan Mills, Ltd. 


(the new Company) 


Hints:—For opening Accounts of the new Company.—Open 
an account in the name of the Liquidator of the Company 
which is taken over. Credit him with the assets acquired ; 
debit him with the value of the shares issued and cash paid in 
consideration of the Purchase Money. 


Liquidator of Chandra Mills, Ltd. 


Rs. ; | Rs. 







To Creditors (Liabilities 
taken over) ...; 41,000] By Sundry assets vee | 271,000 

To Shares issued in payment } ’ 
* of purchase ... | 2,30,000 


2,71,000 





2,71,000° 


=»: 
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Liquidator of the Mohan Mills, Ltd. 
Rs. | Rs. 

To Creditors (Liabilities , | 
_ taken over) ... 30,000) By Sundry assets ... | 2,90,000 

To Shares issued in payment | 

of purchase ... | 2,60,000 | 
"2,90,000 -2,90,000 








Share Capital Account. 





} 
By Liquidators of Chandra Rs, 
Mills, Ltd. ... | 2,80,000 
By Liquidators of Mohan| 
Mills, Ltd. ... | 2,60,000 


| | 4,90,000 


Rs. 











ST STEEL r< 











LIABILITIES. Rs. ASSETS. Rs. 
Share Capital :— Goodwill -»| 16,000 
9.800 shares of Rs. 50 each. | 4,90,000] Freehold Properties we | 1,380,000 
Sundry Creditors | ¢1,000) Flant and Machinery woe | 1,90,000 
Stock ... | 1,20,000 
| Sundry Debtors ...| 69,000 
| Cash at Bank | = 46,000 








5,61,000 | 5,61,000 








Amalgamation by Absorption of one Limited Company by another 
Limited Company. 

The procedure of Accounting followed is the same as above. 
The purchasing Company takes over the assets at values mutu- 
ally agreed upon and either takes over the liabilities or leaves 
it to the Vendor Company to pay off its creditors. Any price 
paid in excess of the net vaive of the assets is to be debited 
in the books of the Purchasing Company to a “ Goodwill 
Account.” 3 

When the Purchasing Company pays for the net assets in 
the form of its fully paid shares and the value of the assets 
that are acquired is higher than the Book value of the shares 
issued to the Vendor Company the difference has to be credited 
to Premium on Share Account. 

When the Vendor Company has accumulated profits in the 
form of Reserve Fund, Dividend Equalisation Fund, etc., the 
balances are transferred to ‘““Shareholders’” Account in the 
Vendor Company’s books and need not be transferred to the 
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books of the Purchasing Company. If the Vendor Company 
has a Workmen’s Compensation Fund showing a credit balance 
after claims have been paid, such a fund also should be trans- 
ferred to the Shareholders’ Account. Provident Fund and 
Pension Fund of the staff of the Vendor Company will be tians- 
ferred to the Purchasing Company. 

Illustration: The Western India Match Co. Ltd. contracts 
to buy over the Madras Match Co. Ltd. as a going concern as 
per a specially drawn Balance Sheet as on 31st December 1946 
as under :— 











LIABILITIES. _ Rs. ASSETS. | Rs. 
Capital —2,000 shares of | Land and Buildings | 1,05,000 
Rs. 100 each... | 2,00 000) Plant and Machinery ...  1,50,000 
Debentures ... | 1,00,000}) Work in Progress a» 209,000 
Creditors ...| 90,000] Stock-in Trade ...| 99,000 
Reserve Fund ...| 25,000) Furniture and Fittings ... 7,500 
Profit and Loss Aeegount ...; 25,100} Debtors ...| 20,000 
| Cash at Bank .»| 12,600 
Ree roe cee 
3,80,100 3,80, 100 





It was agreed that tle Western India Match Co. Ltd., shall: 

(1) pay off the Debenture Holders at a premium of 5 
per cent ; 

(2) take over the liability on account of the Creditors, 

(3) make a cash payment of Rs. 50 and give one share of 
Western India Match Co. Ltd., of the paid up value of Rs. 50 at 
the prevailing market value of Rs. 100in exchange of one share 
of the Madras Match Co., Lid., 
| (4) pay Rs. 5,000 towards the cost of liquidation of the 
Madras Match Co., Ltd., 

Show the Liquidation Accounts in the Books of the Madras 
Match Co. Ltd., and the Journal Entries in the Books of 
Western India Match Co. Ltd. 

SOLUTION. — 
The purchase price paid by the Western India Match Co. 
Litd., is made up as under :—- 
Rs. Rs, 

Debenture holders w.  1,05,000 

Cash to Shareholders we  1,00,600 

2,000 share at Rs. 100 each =... _~— 2,000,000 

Liquidation expenses ae 0,000 

| OSES AER? 4,10,000 
Value of assets taken over ... 3,80,100 © 
Less Creditors me 30,000 


me 3,950,100 


_ Payment for Goodwill re Rs... 59,900 
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Books of the Madras Match Co, Ltd. 


Business Realisation Account. 





Rs. Rs. 
To Sundry Assets e./ 3,380,100 | By Creditors 30,000 
»» Debentures A/c ate 2,000 | ,, Western India Match 
, Liquidation Expenses. 5,000 Co., Ltd. | 4,10,000 
., Shareholders A/c we 49,900 | 








Rs...| 4,40,000 Rs... 4,40,000 








; Shareholders’ Account. 



































Rs. Rs. 
To Bank | 1,00,000 | By Share Capital 200,000 
» Shares Ajc ...| 2,00,000 | ,, Reserve Fund | 5,000 
» Profit and Loss A/c | 25,100 
,» Business Realisation | 
Ale we} 49,900 
Rs...| 3,00,000 Rs... 3,00,000 
| 
Debenture Holders’ Account. = 
| 
Bs. | Rs. 
To Bank seer RI) 000 By Balance B/F es 1,00,000 
| ,, Business Realisation | 
Alc Fan 5,000 
- 1,05,000 | Rs...| 1,05,000 





Western India Match Co., Ltd. 















Rs. Rs. 
To Business Realisation By Bank | 2%,10,000 
Alc | 4,10,000 | ,, Shares A/c |  2,00,000 
Rs...| 4,10,000. Rs...|  4,10,000 
Bank Account. 
TELL LEELA LLL LLL EEL LLL ALLA LEELA, 
, Rs. — Rs. 
To Balance B/F aA 12,600 {By Business Realisation 
, Western India Match | Alo ie 
Co. ...| 210,000 | ,, Debenture Holders Afe. 


» Shareholders A/c 
,, Liquidation Expenses... 


Rs... 






2,22,600 





Sse. 
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Journal of Western India Match Co., Ltd. 


| 
| 








Rs. | Ra. 








Land and Buildings Dr.) 1,05,000 | 
Plant and Machinery Dr. 1,50,000 | 
Work in Progress Dr.; 25,000 | 
Stock-in-trade Dr. | 55,000 
Furniture and Fittings Dr.| 7,500 
Sundry Debtors Dr. | 25,000 
Cash at Bank Dr. 12,600 
Goodwill Account Dr. 59,900 | 
To Sundry Creditors sl 30,000 
, Madras Match Co,, Ltd. oe 4,10,000 
Being the assets, liabilities and Goodwill 
taken over from the Madras Match Co., 
Ltd. now absorbed in consideration of | | 
Rs. 4,10,000 agreed to be paid. | | 
oy Reel ate J | 
Madras Match Co., Ltd. Dr.| 4,10,000 
To Bank | 2,10,000 
,, Share Capital — | 1,00,000 
, Premium on shares + 1,00,000 
Being the cash paid and 2,000 shares of | 
Rs, 50 each issued at a premium of Rs. 50 
to Madras Match Co., Ltd, in full satis- | 
faction of the purchase price. | 
{ 











Amalgamation by formation of a Holding Company. 

Under such a scheme, the Holding Company is first formed 
and its cash resources are utilised to buy up the required 
shares of the different Companies which are intended to be 
controlled. 

The Books of the old Companies will not be affected except 
for a change in the Shareholders. 

In the Books of the Holding Company, the purchase of 
gharesin the old Companies will appear under Investments 
and its assets will mostly consist of such shares. In reality 
the holding Company will become the absolute controller of 
the business of the old Companies. 


2 Reconstruction of a Limited Company. 

Reconstruction covers winding up of an existing Company 
and registration of it again as new one as per the scheme which 
is previously approved by the Shareholders and the Creditors. 
The entries necessary to close the Books of the old. 
Company follow the same lines as eed for liquidation and° 
new floatation. 

54 
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Reconstruction differs from Reorganisation. Reorganisa- 
tion denotes rearrangement of a Company’s share Capital 
either by consolidation of shares or sub-division of shares and 
does not involve liyuidation. The subject of Reorganisation 
has been already explained under Chapter XXVIII. 

Iustration :— 7 
The Balance Sheet of the Kapadia Airways, Ltd., was as under 
as on 31st March 1947. 





LIABILITIES. ASSETS. 

Rs. Rs. 
Share Capital :— Preliminary Expenses... 15,000 
15,000 shares of Rs. 100 Land and Buildings ..  1,85,600 
eac ..» 15,00,000 | Plant and Machinery me: 75,000 
Sundry Creditors ... 09,00,000 | Spare Parts a 85,000 
Dakota Planes we %¢,40,000 
Vickers Planes -.  9,00,000 
Debtors ka 23,000 
Cash at Bank ve «= 9 75,000 
Profit and Loss Account... 2,02,000 
20,00,000 20,00,000 


er en AEE orm 


The Committee of Shareholders and Creditors resolved as 
follows :— 
| 1. That the Company be taken into voluntary liquidation 
and a new Company be formed with a nominal capital of 
Rupees twenty lakhs divided into shares of Rs. 100 each to take 
over the Assets and Liabilities of the existing Company. 

2. That the Preliminary Expenses be wiped out, that the 
Dakota Planes be valued,at Rs. 6,40,000 and the Vickers Planes 
at Rs. 2,42,000. 

38 That 15,000 shares of Rs. 100 each be issued to the 
Shareholders of the old Company at Rs. 75 per share paid up. 

4. That the Shareholders should pay the balance of Rs 25 
per share in cash. 

5. That the Creditors of the Company be satisfied by pay- 
ment of half the amount in cash and half the amount in 5 per 
cent Debentures. 

Show the Journal entries and Ledger Accounts in the old 
Company's Books to give effect to the above and the Journal 
entries in the Books of the new Company and ifs opening 
Balance Sheet. 


SOLUTION .— 
; | Rs. Rs. 
Assets side total ha 20,00,000 
Less— 


Preliminary Expenses. 15,000 
P and L Balance ot 8 Ue uu 
oe 2,17,000 


Value of real Assets ... 17,83,000 - 


Journal Entries to close the books of the old Company. 








| 
| 











| Rs. Rs. 
Business Realisation Account Dr. | 17,83, 000. 
To Land and Buildings 1,385,000 
To Plant and Machinery 75,000 
To Spare parts 85,000 
To Dekota Planes | 7,40,000 
lo Vickers Planes 3,00,000 
To Debtors 23,000 
To Cash at Bank _ 3.75,000 
Sundry Creditors Dr, 5,00,000 | 
To Business Realisation Account van) | 9,00,000 
Share Capital Account Dr.) 15,00,000 
To Shareholders Account see] 15,00,000 
, OOS ty LOE LOA eo eae ua 
The New Company Account Dr, | _:11,25,000 
To Business Realisation Account 11,25,000 
Being the debt of the New Company in respect of the 
purchass consideration agreed to bo paid to the Share. 
holders. 
Shareholders Account Dr. 3,75,000 
To Preliminary Expenses a} 15,000 
To Profit and Loss Account 2,02,000 
To Business Realisation Account 1,58,000 
oe: na | 
Shares inthe New Company, Ltd. Dr, -11,25,000 
To the New Company, Ltd. 11,25,000 
Value of 15,000 shares Rs. 75 paid received in satinfac- 
tion of the purchase price. | 
Shareholders Account Dr. 11,25,000 
To Shares in the New Company Ltd, 11,25,000 


N ew Shares distributed pro-rata amongst shareholders. 








Ledger of the old Company. 








| Business Realisation Account, . 
it Si Rs, Rs. 
To Sundry Assets .»-| 17,838,000 | By Creditors 5,060,000 
: By New Company - 11,25,000 
By Shareholders Account. ] 58, 000. 


a : Cate | 17,83,000 17,83,000 .. 
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Shareholders Account. 








Rs. Rs. 
To Preliminary Expenses. 15,000 | By Share Capital ..-| 15,00,000 
To Profitand Loss Account) 2,02,000 
ToBusiness Realisation A/c 1,58,000 
To Shares in the wigs 




















Company 4 | 11,25,000 
aoe ae 
| 15,00,000 | 5,00,000 
ee ea ae eee 
Journal Entries in the Books of the New Company 
Rel oe 
Land and Buildings Dr. ——:1,85,000 
Plant and Machinery Dr. 75,000 
Spare Parts Dr. | 85,000 
Dakota Planes Dr. _—_-6,40,000! 
Vickers Planes Dr.) 242,000) 
Sundry Debtors Dr. 23,000) 
Bank Account Dr.| = 3,75,000 
To Sundry Creditors eas | §,00,000 
To Kapadia Airways Ltd. (in liquidation) | 11,25, 000 
Being the value of the Assets and Liabilities of 
the Liquidated Company as taken over | 
Kapadia Airways Ltd. (in liquidation) Dr. 11,25,000' 
To Share Capital Account — 11.25,000 
15,000 Shares Rs. 75 paid up, issued tothe Liquidator in | 
satisfaction of the purchase price. 
Bank Account Dr. 3,275,000 
To Share Capital Account _  3,75,000 
(Being the Balance of Capital money received from | 
Shareholders) 
Sundry Creditors Dr.! 5,00,000 
To Bank Account poe 2,900,000 
To Debentures Account 2,50,000 
(Being payment to Creditors half in Cash and half i in| 
5% Debentures) | | 
Balance Sheet of the (New) Kapadia Airways Ltd. 
ea ARR SR EI SS TT a a TE SS 
CAPITAL & LIABILITIES: Rs. PROPERTY & ASSETS Rs. 
Authorised Capital— | Land and Buildings .| 1,85,000 
20,000 Shares of Rs, 100 each 20,00,000; Plant and Machinery walt «= 18,008 
——-—— jSpare parts ...| 85,000 
Issued and paid up Capital Dekota Planes .. | 6,40,000 
Me ole ck eatin we] 2,42, 
15,000 Shares of Rs. 100 each) 15,00,000jSundry Debtors 7 _ 23,000 
Debentures : i * 1Cash at Bank ...| 5,006,000 
5% Debapene issued as 
fully paid we} 2,00,000 
é noel 
17,50,008 
SS EP 
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Exercises 


Ex. 1. (L.C.C.). Below is the Balance Sheet of the Blank 
Co. Ltd., on 31st December 1937. 




















i ad eed £ 
Nominal Capital— | Patents at cost ... 1,14,663 
1,00,000 Preferenee | Leasehold works e 3,820 
Share of £1 each 100,000 : Machinery and Plant se | 4,120 
1,00,000 Ordinary | Sundry Debtors ee 1,241 
Shares of £1 each 100,900) Stock on hand we | 64,908 
| 200,000] Advertising suspenses | 2,000 
Igsued Capital— —_ Preliminary Expenses | 406 
74,720 Preference | Profit and Loss Account ... 1,482 
Shares fully paid 74,220 | Cash in hand ihe 28 
42,633 Ordinary | | 
Shares fully paid . 42,633 | 
— 117,353 
Sundry Creditors «| 14,000 
Bank Overdraft >| L3%8 
—1,32,681 1,352,681 


=a cue Sm oases 


The Company proved unsuccessful and resolutions were pas- 
sed to carry out the following scheme of reconstruction :— 
(1) that the £1 Preference Shares be reduced to an equal num- 
ber of fully paid shares of 10s. each; (2) that the £1 Ordinary 
Shares be reduced to an equal number of fully paid shares 6/8 
each; (3) that the amount thus rendered available for the 
reduction of the Assets be apportioned as follows :—Preliminary 
Expenses, Profit and Loss account and Advertising Suspense 
account to be written off entirely; £1,200 off the Leasehold 
Works; £1,400 off the Stock ; 20 per cent off the Machinery and 
Plant; and the balance available to be written off Patents. 
Prepare Balance Sheet giving effect to above. (Balance Sheet 
total £66,899). 


Ex.—2. (Chartered Accountants). 


- On the reconstruction of a Company the following terms 
were agreed upon :— 


The shareholders to receive in lieu of their present hold- 
ing (viz., 50,000 shares of £10 each) the following :-— 


(a) Fully paid Ordinary shares to 2/5th of their holding. 


(b) 5 per cent Preference Shares, fully paid to the extent 
of 1/5th of the above new Ordinary Shares. = 
(c) £60,000 6 per cent Second Debentures. 
An issue of £50,000 5 per cent First Debentures was made. 
and allotted, payment for the same having been received in 
oash, . 
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The Goodwill which stood at £300,000 was written down 
to £150,000. 


The Plant and Machinery, which stood at £100,000 was 
written down to £75,000. 


_ The Freehold and Leasehold premises which stood at 
£150,000 were written down to £125.000. 


Make the Journal entries in the Books of the Company 
necessitated by the above reconstruction. 
Ex. 3. (Chartered Accountants).— 


The Anglo Egyptian Co. Ltd decides to sell its business 
to the British and Colonial Co., Ltd. as on 31st December 1987. 


On that date its Balance Sheet was as follows :— 





LIABILITIES. | £ ASSETS. | Z£ 
| 

Paid up Capital 20,000 | Freehold Property on 15,000 
shares of £1 each . 20,000 | Plant and Tools a 1 500 
5 per cent First Mortgage | Stock-in-Trade + 3,500 
Debentures ..| 10,000 | Sundry Debtors (all good)... 4,000 

Sundry Trade Creditors ...| 3,000 | Bilis Receivable nal ‘ 
Reserve Fund os 5,000 | Goodwill rd 4,000 
Profit and Loss Account ..., 2,000 | Cash in hand and at Bank... 16,000 

40,000 re 

40,000 





The B. &C. Co., Litd., agreed to take over the ASSETS 
(exclusive of Goodwill and Cash) at the amounts stated in the 
above Balance Sheet, to discharge thereout the tiabilities to 
Trade Creditors and to pay £10,000 for Goodwill. 


The purchase price was to be discharged by the allotment 
to the A. E. Co., Ltd., of 12,000 shares of £1 each in the capital 
of the .B. & C. Co. Ltd. at 25s. per share and the balance in 
cash. | 

The A-E. Co. Ltd., went into voluntary liquidation and X 


was appointed Liquidator. The expenses of the liquidation 
amounted to £300. | 


Write up and close the Books of the A.E, Co, Ltd., and 
show what the Shareholders will receive in all. 


(Profit on realisation £5,700 ; the Shareholders will recieve 
£15,000 in shares and £17,700 in cash) 


Ex, 4. (Jncorporated Accountants).—The X and Y Com panies 
having many interests in common, In order to economis 





decided to amalgamate and form a new Company, Z, age 
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The positon of the two Companies was as follows :— 


i eT ABBA 3 te 




















£ 
£ 
(X) Capital paid up ..»| 30,000 | Debtors as 18,C00 
Debentures fA 5,000 | Stock ...| 20,000 
Creditows oe 5,000 | Goodwill ay 5,000 
Profit and Loss Account. ...! 3,000 | 
43,000 43,000 
ee. £ 
(Y) Capital paid up tis 20,000 | Debtors se 20,000 
-  Oreditors ae 8,000 | Stock -- 10,000 
Profit and Loss Account ... 2,000 
30,000 30,000 











The average profits of the X and Y Companies have been 
£3,000 and £2,000 respectively. The new Z Company agrees 
with the X and Y Companies to take over both the concerns for 
the sum of £60,900 and in addition to discharge all liabilities, 
£10,000 to be paid in cash and the balance in shares. 

The profit on the conversion is to be divided between the 
Shareholders of the X and Y Companies in the same propor- 
tions as the profits previously earned by the Companies. 

Draw up a Purchase Account on the completion of the Z 
Company, and show how the Share Capital Accounts in the X 

and Y Companies should be closed. 
7 A. B. held £5,000 shares in X Company and £4,000 shares 
in Y. | 

Show how much cash and how many shares A. B. should 
receive from the new Company, 

(A, B. will receive 9,000 shares in the Z Company and 
£1800 in cash) 





| Ex. 5.—(Chartered Accountants).—The following is the 
Balance Sheet of the Alpha Trading Co. Ltd., as on 
31st December 1937. 














LIABILITIES. £ ASSETS, £ 
Capital—120,000 shares Land and Buildings «| 100,000 
of fl each fully paid ...| | 120,000 ] Machinery and Plant | 40.000 
Sundry Creditors | 80,000 | Stock-in-Trade | 15,000 
Sundry Debtors 20,000 


_ Bank Overdraft aw} 26,000 






Profit and Loss Account f 1,000 . 
| 176,000. - 
Fy 


ri 4 rm 
Rtas 2 4 DS 2 RETR PEEPLES 


1,76,000 
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The Company went into liquidation and the Assets were 
sold to the Delta Co. Ltd., for £1,47,000 payable as to £57,000 in 
cash (which sufficed to discharge the Creditors and the Bank 
and pay the costs of winding up £1,009) and asto £90,000 by the 
allotment of 120,000 £1 shares of the Delta Co. Ltd., 15s. paid, 
to the Shareholders of the Alpha Trading Co. 


Close the Books of the Alpha Trading Co. Ltd, and give 
the necessary entries for recording the transactions in the 
books of the Delta Co. Ltd. 


Ex. 6. (3. Com).—With a view to reducing Establish- 
ment HKxpenses and generally to effect economy in working, 
the A Company Limited was taken over by the B Company 
Limited as from Ist January 1938 upon the following terms: 


(1) The B Company Limited to assume the liabilities and 
take over the Assets at Book values. 


(2) The B Company to discharge the Debentures in A Com- 
pany at 105 per cent by the issue of new Debentures at 6 per 
cent in the B Company. 


(3) The B Company to pay the Shareholders in the A Co., 
Rs. 10 per share and to give three Rs. 10 shares in the B Co. 
for every Rs. 20 share in A Co. The Rs. {0 shares were consider- 
ed as being at par. 


The following Balance Sheet of the A Co. was prepared on } 


31st December 1937 :— 


| ; 7 58 
| Rs. | Rs. 
Capital :— > | 
G | 7,00,000 











-oodwill ; 

Nominal 50,000 shares of Freehold Land and Build- 
Rs. 20 each ...| 10,00,000 ings | 3.18,000 
Issued 47,500 shares of Machinery and Plant pe 64,200 
Rs. 20 each fully paid ...) 9,50,000 | Fixtures and Fittings ... 17,000 
5 per cont Debentures ...| 2,40,000 | Sundry Debtors woe} 2,519,800 
Reserve Fund | 93,00,000 | Stock ie 93,200 
Sundry Creditors .-| 1,538,000 | Investments ...| 2,93,000 
Profit and Loss Account Cash at Bank and in hand. 42,200 

(Balance) ae 99,200 

“Traa.ao | | 17,42,200 





You are required to give the entries necessary to close off 
the Books of the A Co. and to show how the acquisition of the 
Business would be recorded in the Books of the B Co. 


Ex. %.—Bangalore Hosieries and Mysore Hosieries 
carrying on similar business decided to amalgamate as and 
from Ist January 1946. 


i 


rh He ae dt 
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Their respective agreed Balance Sheets were as follows :— 
_ Bangalore Hosieries Ltd., Balance Sheet as on 31st December 1946. 


LIABILITIES. ASSETS. 
Rs. Rs. 
750 Ordinary shares of Freehold Land and Buildings 12,000 
Rs. 100 each .- 75,000 Plant and Machinery 
Sundry Creditors .. 93,000 less Depreciation .-- 19,500 
Reserve Fund 2. 0,000 Stock ..» 15,000 
Profit and Loss Account... 2,000 Sundry Debtors ... 8,000 
3 Cash in hand and at Bank... 1,500 
Goodwill .-- 30,000 
Rs. ... 86,000 Rs. ... 86,000 


Mysore Hosieries Ltd., Balance Sheet as on 31st December 1946. 


LIABILITIES. ASSETS, 
Kay [, Rs. 

300 Ordinary shares of 100 Plant and Machinery .». 25,000 
each ... 930,000 | Stock ... 12,000 
Sundry Creditors ... 93,000 | Sundry Debtors nia, G0 
Depreciation Fund we 2,500 Cash in hand and at Bank ... 500 
Profit and Loss Account... 2,500 Goodwill ... 15,000 
Rs. ... 58,500 | Rs. ... 58,500 








In the case of Bangalore Hosieries Limited, which has been 
in existence for several years, Plantand Machinery have been 
regularly depreciated but, in the case of Mysore Hosieries Ltd., 
which only commenced business on the Ist January 1946, Plant 
and Mashinery stood at cost and depreciation has been provided 
by means of Depreciation Fund. 


It is agreed that the combined Company shall take over 
the assets (including Goodwill) and discharge the liabilities of 
each Company on the basis of figures in their respective 
Balance Sheets as shown above. 


The Capital of the combined Company was Rs. 2,00,000 
divided into 10,000 Ordinary shares of Rs. 10 each and 10,000 
6 per cent Cumulative Preference shares of Rs. 10 each. 


The combined Company issued 1,500 Ordinary shares at par 
for cash and agreed to allot to each Shareholder in the Amal- 
gamated Company 5 Ordinary and 5 Preference shares of 
Re. 10 each fully paid in exchange for each Rs. 100'share held 
by them and to discharge the balance in cash. 

Draw up the Balance Sheet of the combined Company 
after the above transactions have been completed and show 
what each Shareholder in the old Companies would receive in. 
shares of the new Company and in cash. 

5b 


430 


Ex. 8. (Incorporated Accountants).—You are instructed 
to open the books of J. J. Halliburton (1938) Limited who 
purchased the assets of J. J. Halliburton Ltd., for £15,000 as to 
£10,000 in cash and as to £5,000 by Allotment of 5,000 £1 fully 
paid shares. — 


The Assets purchased were :-— | 
£ 


Freehold Premises ... 4,050 
Stock wee ©6800 
Book debts ee RB 
Patents si 750 
Goodwill 1,450 


The Company allotted £12,000 Ordinary shares (included in 
which were the 5,000 shares to the Liguidator of the old Co.). 
The shares allotted for cash were paid for as to 10s. on Applica- 
tion and 10s. on Allotment. 


The Company raised £2,500 on Mortgage of the Premises 
and £2,500 upon Debentures secured by a floating charge. 


Journalise and open the Books of the Company. 


CHAPTER XXXI. 
A’ccount of Joint Stock Companies—(conéd.) 
Final Accounts. 


In preparing the Final Accounts of Joint Stock Companies, 
one has to keepin mind that the Legal view of ' Profits” has 
been found not to be same as the Commercial view. 


From the Commercial view-point, profits for a given period 
are arrived at after setting off‘against the income, all expenses, 
charges and losses which have arisen in carrying the business. 
If any Capital is lost or any Asset has depreciated in value, 
such loss has to be set off against Revenue. In respect to pro- 
prietory or partnership business the owners are in close 
personal touch witb the state of affairs and are fully aware of the 
various provisions to be made out of profits before the net »rofit 
isdetermined. Even if they are to withdraw any sums out of 
business inadvisedly, they can putin fresh Capital whenever 
the situation demands it. These advantages are lacking in 
respect to Joint Stock Companies where the Board of Directors 
are in control and the Shareholders know very little of the 
procedure how the “ Profit and Loss’’ is adjusted. Some mea- 
sure of reasonable legal control over the procedure followed by 
Directors is therefore considered desirable. There have been 
a number of legal decisions interpreting the words “ divisible 
profits’’ and deciding whether certain types of losses should 
necessarily be charged to Kevenue and whether Capital appre- 
Giation can be brought into account before arriving at 
“divisible profits’. Some of the principles laid down are 


hereunder given: 





Provision for Depreciation of Wasting Assets. 


The question whether depreciation on every wasting asset 
should be set apartfrom the Annual Profits has been decided 
in Lee v. The Neuchatel Asphait Co. Ltd. (1889) In the case of 
Mining Companies and Quarries where the Mines and Quarries 
get entirely exhausted, the annual depreciation may or may 
not be set apart according to provisions made inthe Articles 
of the Company. If depreciation is not provided, the Share. 
holders get somuch more in the shape of dividends, but in that _ 
case they will get hardly any return on liquidation and the - 
annual dividend will have to be looked upon as a part-payment. 
of Capital. Provision for depreciation of wasting assets is 


however absolutely necessary in the case of Manufacturing 


3 See 
oe 
. 
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Companies. For them to continue to exist they must build up 
suticient Depreciation Funds to replace obsolete machinery 
with new machinery from time to time. 


Provision for Depreciation on Assets of permanent nature 
like Land and Investments. 


Subject to the provisions made in the Articles of the 
Association it is not necessary in Law that a Company should 
provide any Depreciation that might have occurred during the 
year of account in Assets like Land and Investments, which 
the Company is supposed to hold for good. This has been 
decided in Bolton v. Natal Land and Colonisation Co. (1892), 
Vernor v. The General Commercial Investmeat Trust, Ltd. 
hee Shamdasani v. The Central Bank of India, Ltd. 
192—). 


Postponement of Payment of Dividend in spite of more than 
sufficient profits, | 
It has been decided in Bond v. the Borrow Hematite Steel 
Co., Ltd. (1902) that the Directors can postpone payment of 
dividend not only on Ordinary shares but on Preference shares 
also, if they decide to set aside a large part of the Profits earned 
to Reserves which they consider necessary. 


Capital Profits. 


Profits may arise from the sale of a Fixed Asset and the 
question whether such profits can be distributed as dividend 
has been decided in Lubbock v. British Bank of South America 
(1892) and Foster v. The New Trinidad Lake Asphalte Co., 
Ltd. (1900). In the first case the British Bank of South 
America had earned a surplus of £205,000 after making good 
the Capital value of the asset, and the Court decided that under 
the Articles of the Company the Directors were justified to 
carry the surplus to the Profit and Loss Account. In the 
second case, the Court decided that the realised accretion to 
the estimated value of one item of the Capital Asset cannot be 
deemed to be profits without reference to the result of the 
whole account fairly taken. Therefore, before such a surplus 
is taken to profits for the year, revaluation of the whole of the 
Assets of the Company should be done and the surplus should 
be distributed, provided it is realised and provided the Articles 
do not prcehibit such a distribution. 


Payment of Dividend from Profits of the closing year without 
making good losses of the previous years. retad 


This question has been decided in the Ammonia. Soda Co,, 
Ltd., v. Arthur Chamberlain and others (1917). The Court 
decided that where a Company had made losses in past years 
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but made a profit in the closing year and paid a dividend, such 
a dividend was not paid out of Capital, ‘It may be that the 
balance to the credit of Profit and Loss account ought to be 
applied in making up lost capital and it may be that the Direc- 
tors are liable in neglecting to apply it in this way. Such a 
payment ddes not involve a reduction of Capital but it involves 
a failure to make good Capital which has already been lost.’ 


General Conclusions. 


The above decisions provide general guidance only, and the 
Directors of every Joint Stock Company have to take their 
own decisions on any item on its merits. The following con- 
clusions can be laid down as right directions :— 


1. Although no dividend may be paid except out of profits, 
any accretions to Capital that are realised may be divided 
among the Shareholders. 


9. A realised accretion of one Capital item cannot be 
deemed to be profit divisible among Shareholders unless whole 
of the assets of the Comyany is revalued. 


3. Unless the Articles of Association of a Company re- 
quires it no depreciation need be provided if the permanent 
assets like Land and Investments temporarily go down in 
value. 


4. Depreciation should always be provided on Plant and 
Machinery, so also loss or depreciation on Floating Assets. 


5. Although a Company may declare a dividend from the 
profits of the closing year notwithstanding the losses of the 
previous years, the Company must retain sufficient Assets to 
meet its liabilities while declaring such dividend. 


6. A Company formed to work a wasting asset need not 
provide for depreciation of such assets unless so required by its 
Articles. 


Provisions of the Indian Companies Act. 


The Indian Companies Act does not contain any statutory 
provision relating distribution of profits by a Company. How- 
ever Table A contains five clauses: Nos. 95, 96, 97, 98 and 99, 
bearing on this point. Of these, clauses 95 and 97 are to be 
compulsorily adopted by every Company in its Articles of 
Association. a 


Clause No 95. Dividends shall be declared in General’: 
Meeting and amount recommended by the Directors for distri- 
bution shall not be exceeded. : 
aoe ete ELE §=el}t ee 


- a 
4 ts eg is ‘ 
FED 2 vy, + eee Mae oe 
a pe ee 
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Clause No. 96, Directors may pay an interim dividend. 
Clause No. 97. No dividend may be paid except out of profits. 


Clause No. $8. Dividend shall be paid only on the amount 
called up and paid; it shal! not be paid on calls paid in advance. 


Clause No. 99. The Directors shall have power to transfer 
such funds out of profits to Reserves as they think fit before 
declaring a dividend. 


Trading and Profit and Loss Account.—Subject to the observa- 
tions made above, the Trading and Profit and Loss Accounts ofa 
Joint Stock Company are constructed by the same method as 
for a Proprietory Business or Partnership, except for the 
disposal of final net profit or net loss. 


If the P and L Account results in a loss the balance is 
Garried forward and appears on the Balance Sheet. If the 
P and L Account results in a profit the balance is transferred 
to another account styled P and L Appropriation Account. Al! 
such items as represent allocations of the net profit, such as 
Dividends declared and appropriations for: Reserve Fund, 
Debenture Redemption Fund, Dividend Equalisation Fund, 
Provision for Income-Tax, etc., will be debited to this account. 


Balance Sheet.—On a Company’s Balance Sheet, particularly | 
in years immediately after incorporation, items like “ Preli- 
minary Expenses”, ‘‘ Brokerage on issue of Shares’’, “ Cost on 
issue of Debentures’’, abnormally heavy “ Advertising 
Charges’’ appear on the Assets side of the Balance Sheet, so 
also any loss revealed by the Profit and Loss Account. On 
the other hand, items like ‘‘Premium on issue of Shares or 
’ Debentures’’, “ Forfeited shares’’ and balance of P and L. 
Appropriation Account carried forward, appear on the Liability 
side. 

A Company’s Balance Sheet may therefore be defined as a 
classified summary of Assets, Liabilities and other Balances 
collected from the Ledger, after all Nominal Accounts are 
closed by transfer to Trading and Profit and Loss Account. 


‘Main object of a Balance Sheet is to reflect \the correct 
financial position of the Company whose Balance Sheet it is. 
Correct financial position can be ascertained only if the Assets 
and Liabilities are shown at their right values on the Balance 
Sheet. Each Asset is to be valued at the price it is worth to 
the Company as a running concern and not at a price it would 
fetch if it was sold at an auction. The main purpose of the 
Balance Sheet is to show how the Capital stands invested in 
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various Assets estimated at right values. Fixed Assets like 
Land—Building--Plant and Machinery represent permanent 
equipment of the Company. They are not acquired with a view 
to resale. 'I‘hey should appear in tne Balance Sheet at original 
cost less proper depreciation. On the other hand, Floating 
Assets likeeRaw Materials and Stores are always acquired for 
resale and they should appear in the Balance Sheet either at 
cost or market price whichever is lower. 


The left hand side of a Company’s Balance Sheet is given 
the heading of ‘Capital and Liabilities’’; the right hand side 
is given the heading of ‘ Property and Assets” 


Following directions are given for valuation of various 
Assets in light of established accounting practice :— 


Goodwill.—It is not subject to wear and tear. It retains its 
value while profits continue to be made but disappears when 
depression setsin. It should be written off over a period of 
years or a Reserve should be built up against it during years of 
prosperity. 


Land and Buildings—-They should appear on the Balance 
Sheet at original cost less reasonable depreciation. All repairs 
and renewals should be charged to Profit and Loss Account. If 
the property is Leasehold the value should be written off over 
the period of life of the Lease, and dilapidations should also be 
provided for. For Leasehold property it is proper to provide 
depreciation by Sinking Fund method, In practice, any appre- 
giation in value is not taken into account until realisation. 


Plant and Machinery.—They should appear on the Balance 
Sheet at cost less reasonable depreciation. Depreciation should 
be provided in a manner as to reduce the Book Value to its 
residual value at the end of its estimated life. In case of costly 
machinery tobe replaced at intervals, depreciation should be 
provided by “‘ Depreciation Fund” system. 


‘When any machinery is sold, Plantand Machinery Account 
should be credited with the value realised, and the difference 
between the Book-Value and the realised value should | be 
daa off. 


Loose Tools.—It is usual to get them revalued at every stock- 
king by a responsible officer. The difference between the 
, eee and book hes is sine ol iets as depreciation. 








a Li ve Stock. —These are also revalued at every stock- -taking 
by a re: cihiade officer. 
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Patents.—The cost of each patent is to be written off over 
its period of life. Where a patented article fails to producea 
demand, the value of the patent is written off even before the 
expiration of the period. 


Stock-in-Trade.—It is a Floating Asset and it is to be valued 
at cost price or market price whichever is lower. Unsaleable 
stock should be written down. A manufacturer’s Stock-in-trade 
will consist of: (a) Raw materials, (b) Goods in process of 
manufacture and (c) Finished Goods. 


(a) Raw materials.— All charges for freight, duty, carriage, 
clearing, etc., which are incurred before the materials reach 
the factory, are added to the invoice cost, for purpose of 
valuation. 


(b) and (c) Partly and Fully Finished Goods —These are valued 
by adding to the cost of relative raw materials, the productive 
wage, anda percentage to cover factory expenses such as wages 
of foreman, supervisors, time-keepers, works manager, deprecia- 
tion of plant and machinery, and factory rent, lighting, 
heating, etc. If the value thus ascertained is higher than the 
market price, it should be taken at the market price. 


Goods sent on consignment.—‘These should be valued at cost or 
at market price whichever is lower. 


Goods received on consignment.—These should be excluded from 
the stock of goods owned by the business. | 


Bills Receivable —A1ll matured and overdue bills should be 
written back to accounts of customers from whom they were 
received. Full provision should be made for dishonoured and 
weak Bills. The contingent liability on account of bills dis- 
counted should be shown in form of a note onthe Balance 


Sheet. 


Sundry Debtors,—These should represent bonafide debts owing 
by customers and should not include any debtors for loans. 
Debts owing by Directors and Managers are to be shown 
separately. Debts under dispute and time-barred debts are to 
be fully provided for. 


Investments.—-Though not legally necessary, it is prudent to 
-_ write down investments to market value if the fall is of long 
term nature. In the alternative, a Reserve may be created 
under the Style “ Investment Depreciation Reserve’. Invest- 
ments should be subdivided in a manner to give a fair idea of 
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their true nature. Both their book-value and market value 
should be shown on the Balance Sheet. 


Deferred Revenue Expenditure —When unusually heavy repairs 
are carried out or abnormally heavy advertising is done, the 
cost may be, spread over aterm of years. ‘T'he balance should 
be shown on the Balance Sheet under a proper heading. 


Prescribed form of Balance Sheet.—The Indian Companies Act 
has prescribed a form in which every Joint Stock Company 
should prepare its Balance Sheet. The order of arrangement 
is the order of permanence. Fixed Assets being shown above 
Floating Assets, and Fixed Liabilities over Floating Liabilities. 
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Explanatory Note on preparation of a Company’s Balance Sheet :— 


The right hand side of the Balance Sheet:—Give it the heading 
of ‘‘ Property and Assests’’ and start by giving the several 
assets representing Fixed Capital Expenditure. Goodwill 
Account, if one is there, always tops this'group which compri- 
ses:—Lands, Buildings, Plant, Machinery, lhailwaey sidings, 
Fixtures, Fittings, Patents, Designs etc. 


Interest paid out of Capital during construction :—The Company 
Act permits that when shares are issued to raise funds to defray 
expenses of the construction of any works which cannot come 
into operation for a fairly long period, the Company may pay 
interest on such share capital ata rate not exceeding four per 
cent per annumand for such period as the Local Government 
may fix. 


The amount of interest so paid is added to the cost of con- 
truction of the work and shown as Fixed Capital Expendture. 


Items like Preliminary Expenses, Brokerage on Shares 
and Debentures ; Underwriting Commission, and Discount on 
Shares and Debentures appear under the Fixed Capitel Expen- 
diture. 


The group of “Floating Assets’’ is placed thereafter. 
Stores, Loose-Tools, Live-Stock, Stock-in-trade, Book-debts, 
Loans to Directors and Subsidiary Companies, Prepaid Expen- 
ses, Bills Receivable, Investment, Cash and Bank Balances are 
placed in the order given. 


The final item is for Profit and Loss if the working hag 
resulted in a loss. 


The Left hand side:—Give it the heading of “Capital and 
Liabilities. 

Authorised Capital:_-The different classes of share capital 
are to be separately stated. 

Issued Capital :—The different classes of share capital are to 
be separately stated. Shares issued for cash and shares issued 
for consideration other than cash are to be separately shown. 

Unpaid Calls :—Unpaid calls due from Managing Agents are 
to be shown separately from those due from others, 

Forfeited Shares :--This is to be shown as an item separate 
from Paid up Capital. 

~ Redeemable Preference Shares :—The date of redemption should 
be stated on the Balance Sheet. , 
General Reserves :—These are to be placed on the Balance 
Sheet after Share Capital. 
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Reserves for ‘‘ Bad debts’’ and for ‘‘ Investment Depreciation’ :— 
These should preferably be shown as a deduction from the 
respective assets. : 


Secured loans:—These are to be classified and nature of 
security is to be indicated. 


Unsecired loans :—These are to be classified as under :— 


(1) Loans from Banks, (2) Fixed Deposits, (3) Short- 
term Loans, (4) Advances by Managing Agents or Directers, 
(5) Liabilities to Subsidiary Companies, (6) Interest accrued. 


Advance payments received:--Newspaper Companies, Tele- 
phone Companies and Manufacturing concerns receive pay- 
ments in advance. Charges for services yet to be rendered or 
orders under execution, will have to be carried forward to the 
new period of accounting as a liability, end shown under this 
heading. : 

Unearned Discounts :—Bank’s and Discount houses are mostly 
concerned with this item: Discounts on bills that are unmatu- 
red on the closing date has to be worked out and carried 
forward to the new period as a liability under this heading. 

Profit and Loss Acoount :~-The Indian Company Act requires 
that each shareholder should be supplied witha copy of the 
Profit and Loss Account and Balance Sheet. The details of 
appropriation of profits are not shown on the Balance Sheet. 
Only figure of Net Profit appears under this heading. 

Contingent Liabilities:—-All items of ‘contingent liabilities 
_ are shown in the form of a note as the last item on the Balance 
Sheet. These may be classified as under :—(1) Liability for call 
on partly paid shares held asinvestment, (2) Liability for Bills 
discounted not matured, (3) Liability for a guarantee,(4) Liability 
for arrears of dividend on Cumulative Preference Shares, (5) 
Liability for any penalty under contract. 

Illustration :—On the 31st December 1945 the following 
Trial Balance was extracted from the books of the Kapadia 
Industries, Ltd., 


Rs. Rs. 
Preference Share Capital Ee 1,50,000 
Ordinary Share Capital “ap 1,25,000 
5 per cent Debentures ies ae 1,00,000 
Debentures Redemption Fund ele . 20,000 
Calls in arrears—Ordinary Shares cel E hong deals ay 
Freehold Property ves bee.o00 'y 


Plant and Machinery—lst January 1945 ... 1,75,500 ~ 
Plant and Machinery additions—l1st Juiy — | 

1945 hn Oe ... 29,000 
Loose Tools e906 


Gwenn comes OP pemenen icon 
i A ST 


C/f. ... 3.27,760 —3,95,000 


a . ; : 
a 2 TE AAS 
a nae? Ree 
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B/d. 

Stock — Materials 

Partly-finished Goods 

Finished Goods 
Debtors 
Creditors 
Appropriations from last year’s profit : 

Dividend on Preference Shares for 1944 . 


ms Ordinary Shares at 8 per cent 


for 1944 
Amount transferred to Debenture Ra- 


demption Fund. 
Reserve Fund. 


Interim Dividend on Preference Shares to 
30th June 1945 

Reserve Fund 

Staff Pension Fund 

Profit and Loss Account Balance, 3Jst Dec. 
1944 ; 

Directors’ Fees 

Auditors’ Fees 

Discount off Purchases 

Salaries ea 

Bonus to Office Staff xi 

Sales ace 

Bank Charges 


Purchases—Materials al 
Patents ie 
Goodwill co 
Wages 

Bunus to Factory Workmen ae 
Office Expenses vi 
Rent, ‘axes and Insurance eA 
Fuel 


Bills Receivable 
Bills Payable 
Returns Inwards 
Returns Outwards 
Debenture Interest 


Office Furniture and Fixtures © ae 
a Debts is 
ravellers’ salaries and expenses bau 


Carriage on Materials 
General Hxpenses 


C/d. 


Rs. 


»» 3,20, 100 


10,500 
14,500 
30,000 


62,500 


9,000 
10,000 


5,000 
3,000 


4,500 


1,500 
730 


6,600 
2,900 
100 
40,000 
12,900 
40,000 
23,900 
2,000 
2,700 
3,900 
2,900 
8,000 


3.500 
2,500 


6,900 
1,200 


a 


2,300 — 


1,750 
150 


.. 6,43,550 


Oe 


Rs. 
3,95,000 


45,000 


10.000 
25,000 


28,000 


1,200 


1,70,950 


7,900 


1,000 


6,83,650 


AT A AS 


ae 
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Rs. Rs. 
B/d. wo» 643,550  6,83,650 
Discount to Customers Ke 2,200 
insurance, Taxes, etc., paid in advance ... 500 
Balance at Central 8ank, Ltd. emf eA 8, 
Cash Bogk Balance on 750 
Debenture Redemption Investments -  49:500 
Preliminary H!ixpenses as 4,200 


nen ree 
as weet oases * 


6,383,650  6,83,650 

The Authorised Capital of the Company was Rs. 5,00,000 
divided into 2,5006 per cent Preference and 2,500 Ordinary 
Shares of Rs. 100 each. The whole of the Capital was offered: 
for subscription of which 2,000 Preference and 1,000 Ordinary 
Shares were taken up, and were called up to the extent of 
Rs. 75 per share. Besides, 500 fully Ordinary shares were 
allotted to the Vezudors in payment of purchase price. 

The Stock on 3lst Decmber 1945, valued at cost, was. 
Materials Rs. 15,000; Partly Finished Goods Rs. 18,000; Finished 
Goods Rs. 37,500. 

Allow 7% per cent. Depreciation on Plant and Machinery, 
10 per cent. off Loose Tools and Patents, and 5 per cent. off 
Office Furniture. 

Provide 5 per cent. Reserve for Doubtful Debts on Debtors. 
Rs. 600 for salaries and Rs. 40 for Rent outstanding. Write off 

one-third of the Preliminary Expenses A contribution of 
Rs. 2,000 is to be made from profits to the Staff Pension Fund. 
From the above information prepare Final Accounts. 
The Kapadia Industries, Limited. 


Trading and Profit and Loss Account for the year ended 31st Dec. 1945. 





es (Re. 
To Stock :— By Sales 170.950 |<: 
Less Returns 3,900... 
Finished Goods 30,000 ... pA ae lege 1,67,450 
Partly Finished 14,500 ...) | ,. Stock, 31-12-45 37,500... 
Materials 10 500... Finished Goods 18,900 
: a 55,000 Partly finished 
To Purchases 40,000... Materials 15,000 ... 
Less Returns 1,000 ... | eee 70,500 
om 39,00 5 
= Wages | 23,900 
th Ne ii Factory ore j 
7 men . 5,00 
.,) Buel 2,500). 
,, Carriage on Materials ... 1.750 
om . ae Profit O/d. NS) | 1,10,80 
ee: 2,37,950 2, 37,950 


ee. er ee, OE ee 





To Salaries 
» Rent, Taxes & Ins. 
Be Office Expenses ey 
», Bonus to Office Staff... 
» Travellers’ Expenses 
» Debenture Interest - 
»» Discount to Customers ... 
» Directors’ fees “s 
», Auditors’ fees 
5, General Expenses 
» Bank Charges ae 
-, Bad Debts 1,200 
Add 5 per cent. 
Reserve for 
Doubtful Debts 3,125 
Preliminiary Expenses 
written off 
To Depreciation: 
Plant & Machinery at 
7% per cont Rs. 14,100 
Patents at 10 per 


cent 1,250 
Loose Tools at 10 
per cent Rs. 300 


Office Furniture at 
> per cent Rs. 325 


,, Net Profit Carried down 


To appropirations for last 
year: 

., Dividend on Prefer- 

ence Shares Rs. 9,000 

Dividend on Ordi- 

nary Shares Rs. 10,000 
os Debenture Redemp- 
tion Fund Rs. = 5,000 
ac Reserve Fund Rs. 3, 5,000 


St ie Tntorim Soa on Pra ee ue 





6,600 
3,900 
2.700 
2,500 
2,300 
5,000 
2,200 


——_—— 


Rs, 
By Gross Profit b/d .». | 1,10,800 
By Discount off Purchases 1,200 


Re ee ee ee 





ee ee 


> ito Meier > 


Sars et as 


Oo ee ee 


eT es | 


: ey mec i 


! 1,12,000 | 


———empe — oee 


By Balance brought forward 


from last year Ty, 28,000 
» Net Profit brought down 62,550 F. 





AAT 


The Kapadia Industries, Limited. 
Balance Sheet as at 31st December1945. 
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CAPITAL & PROPERTY & 
LIBILIT ES. ASSETS. 
| sos; Rs. 
Authorised Capital:- ee Fixed Capital | 
Expenditure 
2,500 6 per cent Pre- | Goodwill at cost 40,000 
ference Shares of) Freehold at cost ...| 1,22,500 
Rs. 100 each .| 2,50,000 Plant and Machinery’ 
2,000 Ordinary shares at cost Rs. 1,75,500 
of Rs. 190 each ...! 2,50,000 Additions 25,000 
—~ = 00,000 ——— — 
Rs. 2,00,500 
issued Capital :— 
Legs Deprecia- 
2,500 5 Preference tion at 74 % 14,100 
Shares of Rs. 100 ——— —| 1,86,400 
each -++| 2,090,000 Patents at | 
2.500 Ordinary cost Rs. 12,500) 
shares of Rs. 1C0 Less Deprecia- . 
each 2,50,000 tion at 10 % 1,250) 
-—-———) 5,00,000 —} 11,250 
Subscribed Capital :- ——-——| Loose Tools 
| at cost Rs. 3,500 
2,000 6 per cent Pre- Less Deprecia- 
ference Shares of) tion at 10 % 350 
Ks. 100 each | 2, 00,000 sii 3,150 
1,000 Ordinar ‘y Office Furniture and 
shares of Rs. 100 Fixtures at cost 
each we-| 1,200,000 Rs. 6,500 
are ——— | 3,50,000} Less Doprecia- 
Called up Capital :— —-~-——} tionat 5% 320 ais 
2,000 6 per cent Pre- ————, 3,69,475 
ference Shares of Preliminary Expens- 
Rs. 100 each Rs. 75! . es od 4,200 
per share called up| 1,50,000 Less 1/3 written off. 1,400 
600 Ordinary shares ee 2,300 
of Rs. 100 each Stock at cost :— 
issued to the Ven- 
dors as fully paid Finished goods _....|_ 37.500 
| 50,000 Partly finished goods} 18,000 
31,000 Ordina r y Materials ...| 15,000) , 
shares of Rs, 100 3 —~-——| 170,500 
each Rs. 75 per 
- ghare called 
273,800 
4, 49 Ts 


ieee 


AMR EAE RETIREE Cd UR EOE OS ORES ARG ETT RRR 


CAPITAL & LIABILITIES. 
Reserve Fund 
Debenture 
Redemption Fund 
Staff Pension Fund ae 
Reserve for Doubtful Debts ... 
5% Debentures 
Interest Accrued on 


Debentures 

Liabilities :— 

For Goods supplied 45,000 
For Acceptances 7,500 
For Expences 1,000 


ee ae ED 


Profit and Loss Account 
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Balance Sheet—(contd.) 


Rs, 
2,73,800 


10, 000} Bills Receivable 


20,000] Expenses Prepaid 
27, Hire Debenture Redemption Invest- 


3.12 


1,007000 Cash :— 


2,500} In Office 


53,500 
57,060 


5,46,975 


\ 





PROPERTY & ASSETS. 
B. F. 


Sundry Debtors 


ments 


el? 





At Central Bank Ltd. 12,950 


750 





Exercises on Final Accounts of Joint Stock Companies 


Ex.-18, 





Rs. 
4,42,776 
8,0C0 
62,500 
500 


19,500 


13,700 


546,975 


The following ‘Trial Balance of the Universal 


Manufacturing Company on 3lst December 1937 (on which date 
the cashier had in hand Rs..450) was prepared by an in- 
experienced Ledger Clerk. 


Dr. Balances Rs. Cr. Balances Rs. 
Machinery 9,92,700 | Subscribed and fully called 
Unclaimed dividends 1,700 Capital 12,56,000 
Freehold land eee =1,50,400 } Discount on debentures 5,000 
Preliminary expenses oe 8,320 | Interest on Sinking Fund 
Sinking Fund for Bote aan investments 8,000 
of Debentures 2,560,000 | Sinking Fund Investments...  2,50,000 
Sundry debtors » 2,590,009 | Sundry Creditors ...  2,00,000 
Depreciation on Machinery ... 55,000 | Goodwill wos 50,000 
Wages .- 75,000 | Miscellaneous receipts 400 
Salary ws 20,913 | Loose Tools 4,225 
Purchases 6,47,000 | 4% Debentures (to be redeem- 
Bad debts a 3,400 ed on 31-12-1941) eee ~—- 3, 00,000 
Directors and Auditors fees ... 2,900 | Reserve for Bad debts tds 10,009 
Interest on Debentures 6,000 | Interest on War Bonds ‘i 3.000 
Insurance «ad 3,000 | Sales w-» 9,883,500 
Depn, on Buildings sas 15,000 | P & L Balance (Cr) ius 9,600 
Cash at Bank 17,300 } Returns from customers f 4,700 
Reserve Fund .» 44,600 | Depreciation Fund ...  2,02,400 
Return from Purchases os 3,500 | Bank Charges iw 150 
6% War Bonds . 1,00,000 | Discount on Sales ae 1,300 
Motive Power 19,000 
Bills Payable rr 9,300 
Buildings wee 4,50,600 
Stock (31-12-1937) .- 1,37,000 
General Expenses see 1,417 
Repairs ees 3,900 
Postage, Stationery etc. me 2,100 
Rent, Rates and Taxes ad 6,200 
Carriage 009 2,000 
Travelling Expenses we 1,050 
a ere Re et 
32, 82,300 ‘ 32,82 300 | 


ES SES eS 
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You are required to prepare Trading and Profit and Loss 
Account and Balance Sheet as required by the Indian Compa- 
nies Act after making the following adjustments :—Reserve for 
Bad Debts is to be maintained at 5% on Sundry Debtors. Direc- 
tors’ Fees amounting to Rs. 300 are to be provided. Insurance is 
paid for the year ending 31-12-38. Write off the whole of 
Preliminary Expenses. Add Rs, 10,000 to Sinking Fund for 
Redemption of Debentures. The Closing Stock includes goods 
worth of Rs. 3,000 received on the last day and which have not 
‘been passed through the Purchase Book. The Authorised 
Capital of the Company is Rs. 15,00,000 divided into 15,000 
shares of Rs. 100 each. The Stock on 3lst December 36 was 
ks. 1 30,000. 


Ex. 2.—(Indian Institute of Bankers, 1946).—From the follow- 
ing figures draft the Balance Sheet of A, B and Co., Ltd., 
Manufacturers, in confirmity with the requirements of the 
Indian Companies Act :— 

Rs. A, P. 


Nominal Capital (200,000 shares of Re. 1 each)... 2,00,000 0 0 


Capital Subscribed (79500 shares of Re. 1 each)... 79,500 0 0 
Debentures 5 per cent - 900,000 0 0 
Freehold Premises (at cost) ah EY ET SUL: POA 
heserve for Debenture interest Ae 1,096 13 6 
Bills Payable > 16,000 0 0 
Plant and Machinery (at cost, less Depreciation) 40,000 0 0 
Plant and Machinery Additions during theyear. 3,600 0 0 
Plant and Machinery Depreciation 2 EOE OG 
Sundry Creditors . 18,950 0 QO 
Office Fittings (at cost less Depreciation) a 200 0 0 
Office Fittings Depreciation ae 62 10 0 
Unpaid Dividends se 25 0 0 
Reserve Fund -. 8000 0 O 
Investment of Reserve Fund -- 8,000 0 0 
Profit and Loss Account » 10,782 0° 0 
Preliminary Expenses (balance) ie 450 0 0 
Debenture issue Expenses (balance) si 400 0 0 
Stock-in-Trade -- 60,000 0 06 
Bills Receivable — | -- 15,000 0 0 
Sundry Debtors (including loan to A,Ba 
Director of Rs. 2,000 | | : «- 40,000 0 9 


Cash | , , Lk APS 2,962 ” Gi 





450 


Ex. 3, 


(Indian Institute of Bankers 


1945).—The following 


is the Balance Sheet of a Company on 3lst March 1945 show- 
ing to the credit of the Profit and Loss Account the sum of 


Rs. 10,397,200 — 





Rs, Rs, 
Capital— Freehold factory aad 
90,000 Ordinary Shares works .. 10,00,000 
of Rs. 100 each 50,00,000 | Leaseholds ..- 15,00,000 
20,000 Debentures of Plant and Machinery ...._-25,00,009 
Rs. 100 each - 20,00,000 | Sundry Debtors 23,00,000 
Sundry Creditors 8,090,000 | Horses, Carts and Harness 07,200 
Reserve Fund ... 9,00,000 | Motors and Motor Lorries. 95,000 
Sinking Fund-Leaseholds., 90,000 | Stock ... 8,20,000 
Profit and Less Work in Progress. 9,00,000 
Balance from 1944 1,56,800 — 12,20,000 
Balance from 1945 10,00,400 Bank Balance ... 2,05,000 
oa ec nee Bank Deposit A/c, 6,00,000 
11,57,200 cmt 8,05,000 
Less Debenture 
Interest .» 1,20.000 10,37,200 
94,277,200 94, 77,200 


Resolutions have been passed appropriating this DEO as 
follows :— 


Rs. 2,00,000 to Reserve Account. | 

3 per cent Depreciation on Freehold Premises. 

10 per cent Bonus on the year’s salaries of Rs. 80,000. 
5 per cent Bonus on the year’s wages of Rs. 7,090,000. 
5 per cent Sinking I’und on Leasehold Property. 

Rs. 10,000 to Directors’ Special Remuneration. 

10 per cent Dividend for the year Free of Tax. 
Balance to be carried forward. 


Make the necessary Journal Entry ; prepare a Profit and 
Loss Appropriation Account and revise the Balance Sheet. 


Ex, 4.-- (Indian Institute of Bankers 1947).—You are pre- 
paring - Balance Sheet of a Limited. , Company of which 
you are the chief accountant and find that there are bills under 
discount amounting to Rs. 10,75(). On going through the books 
you find that Rs. 1,000 worth of bills will be probably dishon- 
oured on maturity, but there is a reasonable chance of eventu- 
ally receiving eight annas in the Rupee on the Rs. 1,000, 
‘How would you deal with these bills under discount and how 
should they appear in the Company’s published accounts. 


451 


Ex, 5.---(Indian Merchants Chambers, 1943) —On 31st Decem- 
ber 1941 the following Trial Balance was extracted from the 


books of Messrs. J. Jamniatram & Co. Ltd. 


Ordinary Shares Rs. 10 each 

6 per cent Preference Shares 

o per cent,Debentures 

Calls in Arrear —Ordinary Shares 


Preference Shares ... 


Wreehold Property 

Plant and Machinery 

Loose Plant and Tools 

Materials 

Stock—Finished Goods 

Sundry Debtors 

Sundry Creditors 

Rents Received 

Reserve Account : 
Profit and Loss Account 3lst Dec. 40, 
Directors’ Fees re 
Auditors’ Fees 

Discount on Purchases 3 
Salaries nd 
Sales pe 
Debenture Trustees Hees 

Bank Charges 

Purchases— Material 

Wages 


‘Office Expenses ‘ale 


Rates, Taxes and Insurance 


Fuel 


Travellers’ Salaries and Expenses 


Carriage on Materials 


Goodwill 
General Expenses 


Debenture Interest 


Debenture Interest due 3lst Dec. 41, 


Discounts to Customers 


insurance, Rates paid in advance 
Bank Overdraft 
Cash Book Balance 


Dividends paid :— 





‘On Preference Shares, 6 months 
to 31st December °40 ten 


On Ordinary Shares 5 per cent 


for 1940 


i On Preference Eero 6 months 


ids interim to 30th June 41 wis 
Total cae 


f 


Rs, 


750 
200 
37,499 
11,640 
2,645 
12,445 
9,744 
99,823 


1,250 
105 
2,645 
210 
284 
82,278 
33,896 
068 
498 
2,620 
9,937 
3,149 
10,060 
3,285 
1,000 


2,400 
(it 


148 


2,94,004 


CREM fa le 


Rs. 
90,000 
40,000 
20,000 


18,444 
195 
9,000 
0,446 
844 


1,49,795 


900 


3,780 


A Ey EAS Seen 


2,94,004 


SRR commse gomenm eee 
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The Nominal Capital of the Company was Rs. 1,80,000 
divided into Rs. 1,00,000 Ordinary Shares and 6 per cent Pefer- 
ence Shares Rs. 80,000. 


The Stocks on 3lst December °41 were :— 


Rs. 
Materials ey 11,546 
Finished Goods ae 115496 
Losse Plant and Tools a Ps 3 5) 


Allow 5 per cent for Depreciation of Plant and Machinery, 
and Rs. 500 for provision for Bad and Doubtful debts. Prepare 
Trading and Profit and Loss accounts to 3lst December 1941 
and Balance Sheet as on that date. 


Ex. 6.—(Undian Merchants Chamber 1944).—The following is 
the Trial Balance of the Akhand Hindustan Trunk Railways, 
Limited, after the completion of the Revenue Account for the 
year ended 3lst March 1944. 


Pr. Cr. 
3 Rs. Rs. 

Lines open for Traffic ...  1,00,00,000 
Lines in course of construction ae 20,00,000 
Lines about to be commenced sat 20,000 
Contributions to Feeder Lines ad 90,000 
Rolling Stock i 90,00,000 
Buildings and Work Shops es 70,00,000 
10,000 Ordinary Shares of Rs. 1,000 

each = 1,00,00,000 
50,000 5 per cent Cumulative Prefer- 

ence Shares of Rs. 100 each ns i 20,00,000 
6 per cent Mortgage Debentures ___... ae 20,00,000 
Premium on Ordinary Shares say ae 20,00,000 
Staff Super-annuation Fund bik on 2,00,000 
Fire Fund ke ty 3,00,000 
Debts due to other Railway Companie dy 60,000 
Sundry Credit Balances w.) i 20,000 
Net Revenue Account 4, éa 15,00,00) 
Cash in hand bP 1,00,000 
Cash at banks Me 7,00,000 
General Stores .* 8,00,000 


Traffic Accounts due to the Company 2,00,000 
Sundry Outstanding Accounts ...  0,00;000 


2,41,10,000  2,41,10,000 


(Terwonen) - emete 





During the year there was an issue of 2,500 Ordinary 

Shares of Rs. 1,000 each at a premium of 20 per cent; 10,000 

_. 5 per cent Cumulative Preference Shares of Rs 100 each ; and 
Rs. 20,00,000 worth of 6 per cent Mortgage Debentures and 
ss these were all fully subscribed and duly paid up. be 

* os : 4 oe 7S - ae 2S 2 G; a” ove pee’ 3 | | . x a 


2 . ¥ ~*~, 
’ 3 
she . amie “ ad uy 4 ‘ , rt 
mye i t ! , fi a>! 
Re De , ( : oe Lor > J na 
yee F yD 4 e 








Rs. 
20,00,000 
5,00,000 
15,000 
40,000 
15900,000 
1,00,000 


SSS Pe 


41,55,000 


433 


Further during the year the following amounts were spent. 


On Lines open for Trafic. 

On Lines in course of construction. 
On Lines about to be commenced. 
In Contributions to Feeder Lines. | 
On Rolling Stock. 

On Buildings and Workshops. 


Make out in proper Form the Capital Account and 


Balance Sheet, 


Ex. 7 —(Indian Merchants Chamber 1945).—The Trial Balance 
of the Bombay Toys Co., Ltd., for the year ended 31st March 


1945 was as under :— 


Dr. Balances, Rs, Cr. Balanoes. Rs. 
Freehold Premises eee 10,009 | Authorised Capital 30,000 
Plant and Machiaery 11,000 divided into 30,000 shares 
Office Furniture Save 1,000 of Re. 1 each 
Preliminary Expenses 800 | Subscribed and paid u 
Patterns 5,000 Capital ae 20,000 
Patents 5,000 | 4 percent Debentures. 10,000 
Sundry Debtors 20,000 | Balance of P. and IL. 

Opening Stock 10,000 Account a 1,100 
Cash-in-hand 50 Bills Payable 5,000 
Cash at Bank 8,800 | Sundry Creditors 9,000 
Interim Dividend paid 2,000 | Sales 1,25,000 
Purohases ae 65,000 | General Reserve a 5,000 
Investments tie 5,000 | Interest on Investments... 500 
Wages ae 30,000 | Miscellaneous Receipts ... 4,100 
Repairs and Renewals _... 1,200 | Bad Debts Reserve 3,900 
Coal, Gas, Water : 2,500 
Rates and Taxes 2,000 
Salaries 1,200 
Travelling Expenses 1,000 
Directors’ Fees ae 500 
Debentures Interest paid oh 


 tgt Ostober °44 was 


Rs. 1,83,200 





Rs. 


1,83,200 


Prepare Trading and P and L Account and Balance Sheet 
after making the following adjustments :— 
Depreciation on Plant and Machinery, Patterns and 


Patents at 10 per cent. 

Write off Preliminary Expenses. 

Stock on 3lst March 1945, Rs. 5,000. 

Ex-8.—(/nstituie of Book-keepers, June 1946).—Hardley Furni- 
shers Ltd.. has an authorised capital of £250,000 divided into | - 
50,000 5 per cent Cumulative Preference shares and 2,00,000  —s— 
Ordinary Shares all of £1 each and all issued and fully paid 
: Se er | ee : 
ae i, ROJA MUTHIAH 

ee. | 47, HOSPITAL STRre™ 
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with this exception that the final call of five shillings a share 
on 600 Ordinary Shares has not been paid. The Company issued 
several years ago, £40,000 4% per cent Debentures Stock all of 
which is still outstanding. The books of this Company are . 
closed on March 3lst. The Company has two departments: 


Dept. A... Dealing with Upholstery and Soft.Goods. 

Dept.B ... Dealing with other Furniture (Cabinets, 
Wood Furniture, etc.) — 

Expenditure is analysed between these departments 
directly as far as possible. 

The Preference dividend for the half-year to September 
30th, 1945, was paid on October Ist, 1945, together with an 
interim dividend on the Ordinary Shares (calculated on the 
amount called up) of 2 per cent actual. The half-yearly 
~Debenture Interest was paid on the due dates, namely June 
30th and December 31st. 

In addition to the balances arising from the foregoing in- 
formation the books of the Company showed the following 
balances as at March 3lst, 1946. Ignore income-tax. 


£ 
Goodwill at cost ies 30,000 
Cash ee 9,067 
Dividends uncla'med a 49 
Debenture Discount 800 
Profit and Loss Credit balance March 31st, 
1945 Be 3,051 

Gross Profit for the year: | 

Department ar ea I epi 20,587 

Department ° B’ in 14,601 
Discount Received = 520 
Stock on hand, March 3lst, 1946 .. 204,815 
Rent and Rates as 4,456 
Directors’ Fees ae 1,000 
Salaries and Wages: 

Department A’ sat 2,745 

Department B’ ae 2,940 

General hee 960 
Light and Heat: a 

Department A : ae 206 

Department ° B’ ae 418 
Advertising Bas 4,210 
Motor Vang, March 3ist, 1945 hx 2,400 
Fixtures and Fittings—ditto ‘ian ese 

‘ Alterations to Premises — Prag 720-3 

General Expenses : rs 1,273 
Trade Debtors : Sao. eet 


Trade Creditors | | en FSS 
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You are required to prepare Final Accounts showing the 
net profit earned by each department. The following adjust- 
ments should be made. 


1. Depreciate Fixtures and Fittings by 10 per cent per 
annum, - 


2. Outstanding Liabilities to be provided for are: Rent, 
one quarter £750 , General Expenses £46. 


3. Bad débts to be written off: 
Department A Rperee als! 
Do. B .. £19 


4. Alterations to premises represent an original expen- 
diture of £840, which is being written off over seven years. 


2. Allocate Rent and Rates according to floor space, viz, 
Department “A” 80 per cent and Department ‘B” 20 per cent 
but other unallocated expenditure should be borne as to 
Department “A” 60 per cent, Department “ B’’ 40 per cent. 


Remember that there would have been a provision at 
March 3lst, 1945 tor one’quarter’s Debenture Interest. 


Ex-9.—(Institute of Book-keepers, December 1946).—You are 
required to prepare a Manutacturing Account. Trading 
- Account and Profit and Loss Account of the Perfecto Manufac- 
turing Co. Ltd., tor the year ended 3ist December 1945 anda 
Balance Sheet at that date from the following Trial Balance. 
Final adjustments not reflected in the Trial Balance are: 


i. Stock on hand at 31st December 1945: 


Raw Materials a £12,650 
Partly Manufactured Goods ee ,»» 11,000 
Finished Goods ee », 10,300 


2, The Company’s own workmen made loose tools, expen- 
diture thereon being ; Wages £100; Purchases £50. | 


3. Depreciation of Plant and Machinery is to be 10 per 
cent per annum. 


4, Increase the Bad Debts Reserve by £1,000. 


__-§. Inerease the Income-tax reserve by a provision of 9s in 
the £ on the amount of the Net Profit. 


a 
eo 
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Trial Balance at 31st December 1945. 


Repairs to Plant 

Patents at cost 

Dividends paid 

Cash-in-hand 

Cash at Bank 

Calls in arrears Ordinary 
Shares 

Plant and Machinery Bist 
December '44 

Freehold Premises 

Manufacturing Wages 

Purchases 

Sundry Debtors 

Stock 31st December * Les. 

Raw Materials ‘a 

Partly Manufactured 
‘Goods 

Manufactured Goods a 

Light and Power oe 

Returns Inwards 

Sundry Expenses 

pees Tools (to be written 
O y 

Leow Tools, value of stock 
on 3lst December 1945... 

Office Salaries 

Equipment and Furniture 
at cost 

Director’s Remuneration... 

‘Carriage Inwards ‘ae 

Carriage Out wards a 

Rates and Water ; Factory 

ffices. 
Travellers’ Salaries ete 


© eee 


£ 


£ 
2,200 
21,176 


12,194 


4,80,087 





Sundry Creditors 

Returns Outwards 

General Reserve 

Bad Debts Reserve are 

Discounts Received ios 

Machine sold (1st January 
1945) (book value £1 a3 

Income-tax reserve 

Sales 

Transfer Fees 

Preference shares of £ 1 
each issued ie 

Ordinary Shares of 10s 
each issued 

(NotE:—There are 20, 000 

unissued Ordinary 

_ Shares.) 

Profit and Loss Balance at 
31st December ‘44 


2, 14, bie 


1,00, 000 
90.000 


16,125 


4,80,087 


Ex. 10.—(R. A. 1941)—Black and White Ltd., carry on the 
business of Cement Manufacturers at three depots A, B and C. 
From the undermentioned trial balance extracted from their 
books prepare for the half-year to 3lst December 1940 Trading 
and P and L Accounts for each depot and a general P and L 
account and their balance sheet as on that date. 


follows -— 
A 


Rs. 10,000 


eoe 09 


19,000 


tShoc 


The stocks at the Saad Sade on 3lst December 1940 were as 
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The following adjustments are to be kept in view :-— 
Depreciate the furniture and fittings by Rs. 100. 
‘ Motor Car at 20 per cent per annum. 
tT Machinery at 10 as - 
Buildings at 5 y z 


®?? 


Provide Rs. 5,000 for Bad and doubtful debts. 


The manager is entitled to 10 per cent on the net profit 
made in each half-year. 


Trial Balance 3lst December 1940. 


Rs. { Rea. 
Stock Ist July 1910 A 6,000 | Sales A .»  1,50,000 
; ? as B 13,000 B see 80,000 
C 7,000 C ou 20,000 
Purchases A 80,000 | Share Capital rr 50,000 
| B 60,000 | Debentures ee 50.000 
7 C 16,000 | Creditors oes 25,000 
Wages A 24,000 | Bills payable << 10,000 
B 6,000 | Reserve Fund ors 29,000 
C 1,500 | P and L Account = 67,500 
Salaries Bean en 7,000 
| : hia ae 600 
O =. 300 
Expenses A 6,000 
: aor 4,000 
OH 3 2,000 
Repairs Aes 7,000 
3 Be: 2,000 
| C 500 
_ Bad debts A 1,500 
B 600 
Gras 600 
Debenture Interest = 3,900 
Directors’ fees oe: 6,000 
Audit charges bo 1,500 
Debtors ar 60,000 
Furniture and Fittings ... 500 
Motor Car ee 3,000 
Freehold land ee Ss 26,000 
Buildings 53 60,000 
Machinery 2 50,000 
Bank Current Account... 30,000 
_ Cash in hand Fy 1,900 
erea 226,500 Rs. ... 4,77,500 





— Ex. 11.—(R.A. 1942).—From the followin figures 
Balance Sheet of the Metal Industries Ltd., ig sieandehn cae : 
the requirements of the Indian Companies Act (Imaginary 
figures may be inserted if necessary to put the Balance Sheet —~° - 
In conformity with the form presoribed, | 
x Ei 






a 
Fala l= 
Ky 

4 


md 


te 3 , 


ae 
can : 
= 


ae 


ae ot 


ee 


Nominal Capital (2,000 


Shares of Rs. 1(0 each)... 


Capital subscribed (795 
Shares of 100 Rs each)... 

First Mortgage debentures 
do per cent. 

Land and Buildings at cost. 

Reserve for debenture 
interest ae 

Bills payable 

Plant and Machinery at 
cost less depreciation ... 

Plant and Maehinery addi- 
tions during the year 

Plant and Machinery 
depreciation 

Sundry Creditors 


Ex, 12—(R. A. 1947) 


date :— 


Share Capital of Rs. 10 ordinary shares fully ae 


Forfeited Share Account 
Balance due to Bank 
Creditors 

Cash on hand 

Sales 

Stock at 31-3-1946 
Purchases 

Carriage out 

Carriage in 


Discount allowed to customers 


Discount allowed by creditors 


Rates and Insurance as per ledger 


Paid in advance 


Share transfer fee — 
Advertising as per ledger 


Add accrued at 3lst March 1947 | 


Wages 
Building at first April 1946 


- Add extension eae the year 


Pp: - 
A » 


ge 


ee P. an 


Rs. 


2,00,000 


79,500 


90.000 
17,504 


1,250 
16,000 


40,000 
3,600 


4,000 
18,950 
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Office Fittings at cost less 
depreciation 

Oftlce Fittings depreciation 

Unpaid dividend 

Reserve Fund i 

expenses . 


Preliminary 
balance 0 
Investments of puck. 
Fund 
Debentures Issue expenses: 
(balance) eee 
Stock-in-trade oem 


Bills Rsceivable 

Sundry debtors (including 
doubtful debts of 
Rs. 1,000) eos 

Cash mre 

Profit and Loss Account ... 


10, 201 


The Book-keeper of International 
Trading Corporation, Ltd. hands you the following statement 
which he has preparaed explaining that it 1s his attempt to 
prepare Trial Balance as at 31-3-1947. Without referring to the 
books and making such corrections (No journal entries be made) 
as may be necessary, prepare the draft Profit and Loss Account 
for the year ended &1-3-1947 and Balance Sheet as at that 


Profit and Loss Account at 81st March 1946 (profit) 


Dr. 
Rs, 
2,500 
500 
= 30,000 
_ 80,000 
; 2,200 
* 4,000 
= 2,800 
Sea, 
ae ~ Gy 
se 10 
- 5,600 
cous SO a 
— aemmenioene 4,600 
10,000 
80,000 
wre 


= ee SE eee CD 70,000 


Cr. 
Rs. 
56,200 


25,900 
38,000 


1,20,000 


1,600 
1,500 


20,000 





Mew Ate » 3 
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Dr. Cr, 

: Rs. Rs. 
Bad debts reserve as at 8lst March 1946 ics 1,200 
Debtors oi 35,000 
Plant at ist April 1946 - 12,400 
Less 5 per cent depreciation | = 620 

- ae 11,780 
Petty Expenses ace 490 
Telephone and Printing etc. sae 5,810 
Stock at 3lst March 1947 ~ 28,000 
Plant Depreciation Account reserved out of 
previous profits as at 3lst March 1946 Me 10,000 
Total ... 2,97,800 2,64,400 


a SS ee ee eae anew 


(z) The authorised share capital is 10,000 ordinary shares 
of Rs. 10 each. 6,120 shares were issued. The final call of 
Rs. 5 on 500 shares was not paid and these shares were 
forfeited. 

(6) Write off Rs. 1,500 for bad debts which is included in 
debtors. | 

(c) Create a Bad debt Reserve 5 per cent on the net 
debtors. 

Ex 13—(R.A. 7946). The following debts are outstanding in 
the books of a banking Company registered under the Indian 
Companies Act, 1913 at the close of a year. Arrange them in 
the form in which they should appear in the Balance Sheet of 
the Company :— 

Due from A...... Rs. 5,342; The Company holds tangible secu- 
rity of the value of Rs. 7,800 
against this debt. , 


Due from B......Rs. 87,500; Bisa director in the Company 3 the 
3 — tangible security held by the 
Company against this debt ig 
valued at Rs 33,000 the balance 
is considered good on personal 

security. 


Due from C ...Rs. 67,312; the Company holds tangible secu- 
: rity of the value of Rs. 50,000; 
the rest is considered doubtful of 

recovery. 


Due from D......Rs. 18,500; the Company holds no security 
| other than the personal security 
against this debt; a sum of 

Rs. 15,000 is considered bad and 

the balance of Rs. 3,500 as doubt. - 

ful of recovery. : 
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CHAPTER XXXII. ‘ 


Branch Accounts 


Branch Accounts are divided into three main classes : 
(1) Where the Branch or Branches. work as mere sale 
organisations for the goods supplied by the Head Office. 


(2) Where the Branch or Branches trade indepesdeae 
of the Head Office. 


(3) Foreign Branches which necessitate conversion of 
one currency into another currency. 


Where the Branch works as the sale depot for goods supplied by 
the Head Office:—The following are the regulations normally 
laid down by the Head Office for observance by the Branch : 

1 The Branch will receive goods and sell them at prices 
fixed by the Head Office. 

9. The Branch will send to the Head Office daily or 
weekly statements of :— 

(az) goods received from Head Office, 


(b) goods sold for cash, 
(c) goods sold on credit 
(d) stock at close, and 

(c) Cash Receipts banked. 


The cash receipts are required to be paid in daily at some 
local Bank to the credit of the Head Office Account and the 
Bank is given instructions to transfer round sums, as and when 
made up, to the Head Office Account at the Head Quarters. 


3. The fixed expenses of the Branch, such ag salaries, 
wages, and rent, are paid by a monthly ora weekly cheque (as 
per practice) by the Head Office. 

4, The Branch is given a certain stepreeh petty cash to 
meet the petty expenses. The Branch submits returns of these | 
expenses to the Head Office and is reimbursed. 

Records at the Branch :—The Branch maintains :— 

(1) A Stock Book for goods received from Head Office. 

(2) A Cash Book for cash receipts and payments. 

(3) A Sales Book and a Debtors Ledger for goods sold on 

credit. : 
(4) A Petty bah Book. 
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Branch Returns :—The Branch is required by the Head-Office 
to make what are termed “ Returns’”’ to show :-— 


1. Daily Sales—both cash and credit witha Departmental 
analysis if necessary. 


Be Daily cash receipts paid into Bank for credit of Head- 
Office, 

3-(z) Credit Accounts settled since the last return with 
particulars of Returns, Allowances and Discounts in connec- 
tion with such settlement. 


(b) Particulars of debts that have become doubtful or bad. 
(c) Outstanding Debtors at the date of current return. 


4. Statistical information respeeting the Stock-on-hand 
and future requirements. 


5. Statement of Petty Cash expenses. 
6. Statement of Fixed Expenses paid. 


Accounting at the Head-Office: —-Goods sent to a Branch for 
- gale are on the same footing as ‘Goods sent on Consignment’. 
They cannot be treated as sales as that would unduly inflate 
the turnover. 


1. When the goods are sent toa Branch, the value is 
debited to the Branch Account and credited to “ Goods Sent to 
Branch” Account. At balancing time, the latter account is 
transferred to Trading Account and thus sales by Head-Office 
appear distinct from Sale by Branches for the purpose of com- 

parison. 


Any expense incurred on despatching the goods to the 
Branch is also debited to the Branch. 


2. Further entries are passed on the basis of ‘ Returns” 
received from the Branch. All] Cash Sales are credited to the 
Branch after ascertaining that the remittances have been duly 
received. 


3. All Credit Sales are debited to ‘“ Branch Debtors ”’ 
Account and credited to the Branch Account. Cash received 
from Branch debtors; Returns received from them: Allow. 
ances made to them; any Bad Debts amongst Branch Debtors : 

are credited to Branch Debtors Account. 


4, Any Petty Cash advanced to the Branch is debited to. 
Braneh Petty Cash Account, On receipt of Statement of 
eB 
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6xpénses, the wages and expenses incurred by the Branch are 
debited to the Branch Account and credited to the Branch 
Petty Cash Account. 


5. At the time of preparing final Accounts, the Profit 
and Loss revealed by the Branch Account is transferred to 
Profit and Loss Account. The balances of Branch Debtors, 
Branch Petty Cash, and Branch Stock are grouped with rela- 
tive Head-Office Balances and shown on the Assets side of the 
Balance Sheet. 


illustration:—The Public Utility Stores makes purchases at 
the Head Office and invoices the goods bought to the Branch 
Offices, at cost, for sale. The Branch Offices are authorised to 
sell goods for cash as well as for credit. All Branch expenses 
are paid by the Head-Office by cheques sent to Branches. The 
Banches are under instructions to remit daily cash receipts to 
the Head-Office through a local Bank. 


From the following particulars show the Accounts of 
‘Branch A”’ and ‘Branch A Debtors” in the Head-Office 
Books :— 








Rs. 
(Goods supplied to Branch at cost .. «39,900 
Cash Sales we 21,300 
Credit sales ... 40,500 
Returns inwards ve 300 
Allowances to Customers bbe 79 
Cash received on Ledger Accounts ... 16,950 
Debtors atend inna eageou 
Stock at end at cost 2 cob ye DOO 
Bad Debts ee 225 
Wages and expenses e508 
Ledger of Public Utility Stores. 
Dr. * A Branch ’’ Accounts. Cr. 
; Rey Rs, Rs. 
**« Goods supplied to Branches’; 39,900 | By Cash Sales... 21,300 
Wages and Expenses wal 5,700 | ,, Credit sales ... 40,500 
Profit & Loss, being Gross 7 Less Returns... 300 
Profit ie 25,200 —_—_ 40,200. 
i Stook CR oye 9,300 


70,800 | 70,800 
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“A Branch Debtors ’’ Account, 


ee Lae Sen GCA REE RL RET ES, 








| | | 
Rs. Rs. | Rs. 

To “A Branch A/c” 40,500 | By Allowances Fh) | 75 
(Credit Seles) | », Cash ae 16,950 
Less Returns... 300 | ,» Bad Debts as 226 
—— | By Balance C F. =p 22,950 

40,200 
CCE RET | Beh 
40,200 | 40,200 


Tabular Supplies Book and Tabular Branches Account :—Where 
there are several Branches, a tabular * Goods Sent to Branches’”’ 
Book is employed. Value of goods as they are sent out is enter- 
ed in this Book and the totals are debited periodically to the 
Tabular Branch Accounts and credited to “ Goods sent to 
Branches ’’ Account. 


Goods sent to Branches Book is ruled as under : 








Date. | PARTICULARS. Folio.  Potal. | Branch A.| Branch B. 


! 
' 
| 
{ 


Branch C, 





| 








Rs 


| Forty | 

ae | ane Yr? 
| 
| 
| 
| 


Peele 


} 











The Cash Book may be also ruled as to have acolumn for 
each Branch on the debit and on the credit sides. The Branch 
items need not then be posted individually to the Branch 
Account but weekly or monthly with the totals only. 


Allocation of Head Office Expenses amongst Branches -—When a 
firm has several departments and maintains departmental 
accounts, the general Expenses as Manager's salary, book- 
keeping and sundry expenses are distributed over the several 
departments on the basis of turnover or cost of the goods sold. 
The same principle is to be followed in apportioning the Head 

Office expenses amongst branches. 


Illustration :—The City Chain Stores make purchases at the 
Head Office and send the goods bought tc the Branch Offices 
for sale, no stock being retained at the Head Office. The: 
Branch Offices effect sales, keep their Own Sales Ledgers. 
receive Cash against Ledger Accounts, and pay in the whole 
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of their cash receipts every day to the Head Office. Branch 


Expenses are paid from cash remitted by the Head Office to 
the Branches for the purpose. 


From the following particulars show the Tabulated 
Branches Accounts in the Head Office Books. Also "prepare a 
Profit and Loss account showing the Net Profit made by each 
Branch and the Net Profit for the whole concern assuming 


that the Head Office Expenses amounted to Rs. 15,000. 





Branch A.\Branch B.| Branch C. 
Rs Rs. Rs. 

Credit Sales 40,500 39,000 34,500 
Returns Inwards ri 300 360 | 240 
Allowances to customers .. 7 75 60 | 90 
Cash received on Ledger | | 

Accounts 30,00 36,000 30,000 
Cash Sales 21,300 18,750 19,500 
Stock at Commencement at | 

cost 8,100 7,200 7,500 
Stock at end at cost 4 9,300 8,700 7,200 
Debtors at Commencement. 18,750 18, 000 16,500 
Debtors at end 22,950 0,430 20,670 
Bad debts 225 150 des 
Goods supplied to branches 

by Head Office 31,800 30,900 30,000 
Rent and taxes paid 1,200 1,050 1,125 
Wages and Exrenses paid... 5,700 5 340 | 5,250 























465 


| SF i AEN . 


OTS2F =. PRAT OS CO Gouerg 
OSV 9T 60°" og qourrg 
— F19‘RQ1 “* VW youeig—: gunoooy seqourig Woy persezsuedy 4gOIg yen Ag 
‘yunoosy woleludoiddy sso7 pue y1jo1g 
hee Te  _—_——————er 























Ol'sT | Ose'ee | OOR'Ss OT'sT =, OS9'%S =| OOB'Ss 
| | 9F3°C1 : OSP'OL | FI9 RT gunoooe uonsiadosiddy 
gar es | [pg 0} poratvo ygorg yon * 
OISSst | 069 ee 00e'Se qUNOSV 688 F 000'¢ | T9T‘¢ i's sestedxy edo prep “ 
| | soyouBig WoOIy UMOP CELT 0¢0‘T - 008'T wat sexes, pur yuoy “* 





‘JUnONdY SOT pUL JIJOIY qouvig | | is a a 
on SIAR aCe SOR. My Pe I 

















































09609 __|.060'99_ | o0g'oL | 09609 060'99 | oOOs’oL | 
| | | OTZ’sT | oso’es =| OOe*eg ‘Of Y S80] 
| | | | | pue 4yoig yourrg 0} 
| | | UMOP pellieo yyOdd ssoay ** 
| | | eo ee OFE'’S  00L'¢ “ sestedxy pure sesey, * 
0002 00L'8 00€ 6 age pue ye 0035 | 00008. | COG NE: = posts Fe seyouvig 
O9s're =» OF9'BE =—«-_—OO0S‘OF =|" SWANor SHE] SOLVE YpeID * | | | of perjddns spooy “ 
008'6T oe2 ‘ST ooe'Ig oo" seyVeg yseg Ag | 00S‘, | 0082 . OOT‘ “ZUGTISOUSTINIOD 1% YOO OF, 
Oa [bak as > a BE "BET. Ai see SBE a SR os 
‘O youvig)'g qouevig “vy Gouedg 9) yourig youvig*y qouesg 
a a Se RS a eas SSSSSSSSSSEENNIISSSISIT 
“4 ee }UNOIYy saqyIuRIg "6d 
920g =, or9'9S =| ose'sS ‘920g | Oro'ge  Ose'ge 
ozg'og = osh'os = osg'se aio eouryeg | | Gx. 
nei oer met se syqop peg “ | | | : 
0 03 GL pee seouemolry “ | 09's | OVORE OOsOR °* BUINAOY Sse] BoyyE * 
000'0g = 000°9E OO8 See 4: yseg Ag] O0s‘9t | OOO'SE  oseST Gig eouryeg og, 
"BY ‘sy | “Sv | ‘Su | "SY | ‘So | | 





i 





9 youesg "gq yousug vy yoursg! ‘OQ youeig'"g yoursg “y qourag 
ATENEO T EDA LE TIE ESSE OT, 


AD "JENOIIY Sdojqag yoursg | = ae 
. ‘A9BpIyT SdijQ) PeeH |  ™ NOULGATIOS 








“a7 





Abb 


How goods are invoiced to Branches: Goods may be invoiced— 


(1) at cost price; 


(2) at Sale price or at a fixed percentage over cost. 


T 


It would be wrong in principle to invoice the goods ata 
price other than cost price because profit or loss can be calcula- 
ted on cost price only- But it has been found more helpful. 
particularly in the “ Multiple Shop” system to invoice the 
goods to Branches at selling price. This procedure helps in 
maintaining a definite check upon the Branch. What a branch 
cannot produce in money it must hold in stock and stock- 
taking at short regular intervals will immediately reveal any 
leakage- This procedure also keeps the Branch Manager in 
the dark as to the working results of his Branch. 


Where goods are invoiced to Branches ata price other 
than actual cost, one of the two following methods is adopted 
for preparing the Branch Account in the Head Office Ledger 
and for ascertaining the profit or loss resulting from the work- 
ing of the Branch: 


(1) Provision of duplicate columns for each branch in 
the ‘‘ Goods sent to Branches’’ Book; one column to record 
the invoice price and the other to record the cost price. Also 
provision of double money columns in the Branch Account in 
the Ledger for the same purpose. The two columns recording 
the invoice price on the credit and debit sides should thec- 
retically agree. Any difference in the totals of these columns 
is to be treated as apparent loss, but this fact leads to a search 
for probable error either in the figures relating to goods or 


money. 


(2) Opening of.a “Branch Adjustment Account" in 
addition to © Goods sent to Branches "account. The Branch 
Adjustment Account is also termed “ Differenee in value of 
stock account. Under this method, the gross profit or loss 
resulting from the working is shown by the Adjustment 
acdbunt and not by the Branch Account. 


Illustration: Method I.—From the undermentioned parti- 
culars construct the branch accounts as they would appear in 
the Head Office Books. The branches are charged with the 
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goods at selling price, the sales being exclusively cash. The 
rate of gross profit is 25 per cent on selling price. 


Branch A. Branch B. 














BB). dk: Rs. A. 
Goods from Flead Office Sc LO, aot 10,216 12 
Returns to Head Office Ya 48 4 46 12 
Sales by Branch Swe a OeGeES 9,819 0 
Stock [st January Pgat cob wek Ore 1,686 9 
_ Stock 31st December fas hited 12 1,986 12 
Allowances on Selling Price. A! a 8 39 15 
Sundry Expenses Fis 95 12 121 0O 
Salaries and Wages os 237 4 316 i2 
Depreciation on Furniture 
and Fixtures ae 23 0 25 0 
Rent, Rates and Taxes ia 260 10 284 12 
Execss in Stock at close ... 9.2 
Shortage in stock at close ... ia 8 5 
SOLUTION : 
“Goods sent to Branches” Book 
ae | Total. | Branch A, | Branch B. 
Se an ee 
=) | 2 | oi | op | Wee ne Cost | Invoice 
| | rice. | rice. rice. rice. Price. | Price. 
Rs. A.| Rs. a.| Rs. A. Rs. «i Rs. A. Rs. A. 
Jan. 15,271 8 20,362 0 7,608 15 10,115 4 7,662 9 10,216 12 
Bi 











ee __ ae i 
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Goods to Branches Account. 

















Rs. A. | Jan. to Rs. A. 
Jan. to |To Branch A Dec. |By Branch A. ...| 7,608 15 
Dec. returns ae 36 6 «3 Pe » BranchB...| 17,662 9 
» », Branch B 
| voeturns p $5 1 
» | trading Alc ... | 15,200 4 | 
: 15,271 8 15,271 8 





Branch Expenses Account. 








| | 
Branch! Branch Branch, Branch 
| A A B 
Rs. A. Ka, A | Rs, 


| A. Rs. A. 
Dec. |To Salaries | | 


Dec. | By Transfer 
31; & wages ... 


207 4 316 12 31, to Branch 











| 
», Rent, Rates | Profit and | 
and Taxes...| 260 10) 28414 | Loss A/c ...; 61610, 747 8 
» Sundry | | 
i Expenses Pe 95 12; 121 0 
»  Deprecia- | 
tion of Fix- 
tures, etc....| 23 0) 25 0 a a | a rn a 
| 616 i 147 8 


| 616 10| 747 5 | | 














Branch Profit and Loss Account. 
Been } 
eo% Branch | Branch Branch) Branch 
$0 A Pe A B 
To Branch | Rs. A,| Rs. ajJDec. By Branch Rs. A.| Rs. 
| _ Expenses 616 10| 747 8 31 Account 




























ead : Gross | 
ae Profit ...|2,391 12/2,417 1 
Sa Pand L , e | | 
are : eeoene ak. 1775 2,1,669 9 | 


eer | een eee 
(2891 122417 ie 2,391 12)2,417 1 


Siete eecenatenel EOE Cen — MOM NETETE 





: i ia double. money. dolunud Stipe 
ther account termed “ Branch Adjust- zi 
| ed to the 
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Branch Account. 


+ Wea eS eae RES AAAS SERPS AD 8 SE te er ss NS A AR NNN 












































caean 4 Be og | A B 
\ | 
| I Rs. . Rs. a. AG Rea 
| | | Jan. By Cash... 7,626 13) 9,819 0 
Jan. 1) To Balance | to | 
| (Stock) 1,275 8) 1,686 Of} Dec.| ,, Returns to | 
lo» Goods to Head Office. 48 4 46 12 
Branches ,,.; 10,145 4/10,216 12 ,» Allowan- 
», Branch ces gas 29 1) 39 15 
Adjustment ,, Balance | ! 
Alc (Appa- | stock C/d ...; 1,725 12 1,986 12 
rent profit). ae »» Branch 
| Adjustment 
| A/c (Appa- | 
| | rent loss) vee | 10 6 
ee ee ee ee een eee anes none ye Se 
11,429 14 11,902 12 uy, 429 14/1 ,902 12 
Wage Eames eT ce er I a 
Branch Adjustment Account. 
A ae | A B 
Rs. A. Rs. af | Ra. A.) Rs. A. 
Jan, |To Retu:ns to Jan. 1. By Balance | 
, to Head Office. (25% on | 
Dec, (25%) so 12 1 11 11 stock) ‘ane 318 14 421 8 
31 | ,, Allowances 29 1 39 15) Jan. | ,, Goods to 
»» Branch A/c | Dec,| Branches 
apparent loss eS 10 3} Dec.) (25% on 
», Balance | 31 goods) ...| 2,536 5) 2.654 3 
(26% on | » Branch Afc 
Stock) C.D.| 481 7) 496 11 | apparent 
», Branch gain vad 9 2) 
Profit and 
Loss A/c 2,391 12, 2,417 1 
(Gross 
profit) 
2,864 6, 2,975 11 2,864 5) 2,976 11 


ee ce ed | ; : 








Goods to Branches Account, Branch Expenses Account 
and Branch Profit and Loss Account will bethe same as shown 
-on previous page. 


Where the Branch or Branches trade iadependently of the Head Office. 
Where the Branch is semi independent, it maintains a complete 
-get of Books of Account and, at the end of the financial 


period, forwards a copy of its Trial Balance, for its — 


results to be inopepanatyd! in the Head Office Books. 


“% 
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In the Branch Books, the Head Office Account takes the 
place of the Capital Account, as the Head Office finances the 
Branch and supplies it with greater part of its purchases and 
there is a constant state of indebtedness by the Branch to the 
Head Office. The accounts position is that of adebtor toa 
creditor. ,.The Branch Account in the Head Office Books shows 
the same debit balance as the Head Office Account in the 
Branch Books would show on the credit side. 


The Head Office Account in the Branch Books is some- 
times called “ Head Office Current Account ’”’ and sometimes 
‘Head Office Adjustment Account’. [n the same manner, 
the Branch Account in the Head Office Books is sometimes 
termed “Branch Current Account” and sometimes “ Branch 
Adjustment Account ”’. 


Goods Supplied by Head Office to the Branch and by the Branch to 
the Head Office.—The Student already knows that the supplies 
by the Head Office to the Branch are debited at cost in the 
Head Office Books to the Branch Account and credited to 
“Goods sent to Branch’’ Account. This procedure makes it 
possible for the true trading result of the Branch to be reflect- 
ed- In the Branch Books the value is debited to‘ Goods 
received from Head Office’’ Account and credited to Head 
Office account. The Goods supplied by the Head Office are 
thus differentiated from the purchases directly made by the 
Branch. On the same principle, when a Branch buys goods 

that are locally available and supplies them to the Head Office, 
such supplies are differentiated from its sales and are charged 

to Head Office at a nominal margin of profit. Such goods are 
credited to Goods supplied to Head Office’’ Account and 
debited to Head Office Account. The Trading Account of the 
Branch in such conditions will be in the following form :— 


Branch Trading Account, 








Rs, | Rs. Rs. 
| 
| 





By sales: Sie 
_ Less Sales returns... doks 


ead 










,, Goods supplied to | 


Head Office 
Less Returns ., 





EY cae SRT 


4, Stock at end 


2 se 


an 
| 


Be ne 





eS pe ree aie: marries an 
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Fixed Assets at the Branches —Accounts for the Fixed Assets of 
the Branch are usually kept in the Head Office Books only. 
When such is the case, the Branch has still got to provide for 
depreciation. In the Branch Books, “ Depreciation ”’ Account 
is debited and the Head Office Account is credited with the 
provision. In the Books of the Head Office, the Branch 
Account is debited and the “ Fixed Assets at the Branch’”’ is 
credited with like amount. | 


Remittances by the Branch to the Head Office —Although the 
Branch may be semi independent, it has got to make regular 
remittances to Head Office for goods received fromthem. As 
already explained, a separate Remittance Account is of great 


advantage, as it keeps unnecessary details from the Branch 


Account in the Head Office Books and from the Head Office 
Account in the Branch Books. In the Branch Books, this 
Account is designated as ° Remittances to Head Office” andits 
counterpart in the Head Office Books is styled “‘ Remittances 
from Branch’’. Such an account also enables the Head Office 
to judge the position of the Branch in relation to goods supplied 
and remittances received. 


At balancing time, in the Head Office Books the Remit- 
tances Account is debited and Branch Account is credited to 
show the correct amount owned by the Branch to the Head 
Office. In the Branch Books the Head Office Account is 
debited and the Remittance Account is credited. 


Goods and Remittances in transit.—Frequently it happens that 
the Head Office at balancing time finds that the ‘“ Remittances 
to Head Office’’ Account and ‘* Goods Received from Head 
Office ” Account as shown in the Branch Trial Balance do not 
correspond with the “contra” accounts as per the Head Office 
Trial Balance. This arises as 2a result of any one of the follow- 
ing two causes :— 


1. The Branch has sent a remittance to Head Office, 
debiting the “Remittance to Head Office’’ Account, but the 
Remittance has reached the Head Office after the closing date 
and.the Head Office has not passed the reciprocal entry. 


a The Head Oftice ee forwarded goods to Branches 


debiting the Branch Account, but the Branch receives them 
after the closing date and therefore has not arndings the Head 


| Otfice. 


Those differences have to be reconciled before attompting 


is the Gael ontrion: 
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The Branch, in order to reconcile the balance of the Head 
Office Account in its books with the balance of the Branch 
Account in the Head Office Books, must pass an entry debiting 
the “Remittance in Transit’? Account and crediting the Head 
Office. The“ Remittance in Transit’ Account will appear in 
the Branch Trial Balance and wiil appear in the Head Office 
Balance Sheet as an asset. At the commencement of the new 
period the ““ Remittance in Transit ’’ account will be closed by 
debiting the Head Office Account. 


In respect to goods in transit from Head Office to the 
Branch, the Head Office in its books will open and debit “ Goods 
in Transit’? Account and credit the Branch. This item will 
appear on the Balance Sheet as an asset. The ‘Goods in 
Transit’’ Account will be closed, at the commencement of the 
new period to the debit of the Branch Account. 


Inter Branch Traasactions..-Where there are more than one 
branches having credit dealings with each other and with the 
Head Office, each branch opens a Current Account of every 
other branch with which it has dealings. The Trial Balance 
of each branch will thus include the Current Accounts of other 
branches showing either debit or credit balances. These 
balances will form part of assets or liabilities of the branches 
a3 between themselves but not those of the Business as a 
whole. In the General Balance Sheet of the Business, these 
balances represent ' contra’? Accounts and are eliminated. 


When the branches are not permitted to maintain current 
accounts with each other, the branches concerned record the 
transactions through the Head Office Account. If the Madras 
Branch purchases goods on account of Calcutta Branch, it will 
in its Books debit the valve to Head Office Account and credit 
** goods supplied to Head Office and Branches’’ Account. The 
Calcutta Branch in its Books will debit its ‘Purchases ”’ 
Account and credit the Head Office Account. The Head Office 
in its books will debit Calcutta Branch and credit the Madras 
es 


Incorporation of Branch figures as per Branch Tria! Balance i in Head 
Office Books. —At the end of each period, where the Branch makes 
out a Trading and Profit and Loss Account, the balance of that 

account will be transferred to the Head Office Account and the 
Branch Balance Sheet will then disclose the Assets and Liabili- -: 
ties of the Branch and the balance due to or from the Head 
Office and Branches. <A 





> , ip 
ray ve 


| with iter values as shown in the woh Trial 1 Balance and h 
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The Head. Office on reveiving these accounts will in- 
corporate all the figures thereof into its own Books by means 
of Journal entries as shown hereunder :— 


1. “Branch Trading Account ’’ will be opened in the 
Head Office Books or an Analytical Trading Acconnt will be 
opened with columns for Head Office and Branches. 


(z) Branch Trading Account will be debited with all 
items appearing on the debit side of the Trading Account sub- 
mitted by it and Branch Account is credited. 


(6) The Branch Account will be debited with all items 
appearing on the credit side of the Trading Account submitted 
by it and the Branch Trading Account is credited. 


2. A Branch Profit and Loss Account will be opened in 
the Head Office Books or an analytical Profit and Loss account 
may be opened with columns for Head Office and Branches. 


(cz) Branch Trading Account will be debited and Branch 
Profit and Loss Account credited with the amount of gross 
profit—thus closing the Branch Trading Account. 


(b) The Branch Profit and Loss Account is debited with 
all items appearing on the debit side of the Profit and Loss 
account submitted by it and the Branch Account is credited. 


(c) The Branch Account is debited with all items appear- 
ing on the credit side of the Profit and Loss account submitted 
by it and the Branch Profit and Loss Account is credited. 


3. When Analytical Profit and Loss account is not opened, 
Branch Profit and Loss account is debited and General Profit 
and Loss account is credited with net profit made by the 
Branch. Thus closing the Branch Profit and Loss account. 


4. An account will be opened in the Head Office Books, 
for each asset and each liability as shown by the Branch Trial 
Balance, c.g., Branch Debtors Account, Branch Stock Account, 
Branch Furniture Account, Branch Creditors Account. 


f 


(2) Each individual Asset Account will be debited wi 
its. value as shown in the Branch Trial Balance and the Bran! 
Account is credited. 








(o) Hiseh: individual Liability account will be cre dited 
Branch eaagerceis is debited. 


“st Shy? , a. 4. 


wr® te Fis sf eS 
ob . oon % ’ a : 
tie eS a 6) eA a ae ate hte ale aghast A ed ‘ pees oy Seti aaa 4 
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Asaresult of the assimilation as indicated above, each 
Branch Account will be closed down. Atthe commencement 
of the new period, the entries for each of the Branch Assets 
and Branch Liabilities are reversed and the Branch Account 
is reopened. 


On thé Head office Balance Sheet, the Branch assets and 
liabilities may be shown separately or merged with assets and 
liabilities of the Head office. 


Ulustration—(R.A. 7933) :—On 31st December 1928, the Trial 
Balance of Broach Branch stood as follows :— 














: Rs. | Rs, 
Stook on Ist January 1928 ..., 30,000} Ahmedabad Head office A/c,| 55,000 
Furniture | 12,000! Sales Account eee! 1,14,000 
Debtors «| 28,000} Sundry Creditors nee 1,000 
Goods received from | | 
Ahmedabad Head office ...| 80,000 
Salaries, Rent and Expenses, 11,600 
Cash on hand | 9,000 
| 1,70,000 1,70,000 








Stock on December 3ist, 1928, Rs. 23,000. The Broach 
Branch Account showed a debit balance of Rs- 70,000 inthe 
Ahmedabad Head office Books, out of which Rs 15,000 was for 
goods sent to the Broach Branch on 30th December 1928 ‘but 
received by the Broach Branch on 3rd January 1929. 

¥ind the Broach Branch Profit-and draft Journal entries 
necessary to incorporate the Broach Branch final figures and 
reconcile the Broach Branch Account in the Ahmedabad Head 
Office Books. Prepare also the Broach Branch Account in the 
Ahmedabad Office Ledger. 





SOLUTION :— 
| Books of Abmedabad Head Office Journal, _ 
Ks, Rs, 
Goods in Transit Account Dr. 15,000 


To Broach Branch 15,000 
Valuo of goods sent on 30th December 1928 but reosived 


ea branch on 3rd January 


ee NRT et te ee 


Branch Trading Account ~ Dr.| ‘1,10,000 ; 
Bea} DP Groach. Branch Account 1,10,000 
Being incorporation of the following items from the dhs 
a “ptock niche ; 40,000. a : 
cae Ss. . eos 
ve Goods from H. 0 0. Rs. 80,000 Pe ot Parnes 


usd Abr cce 












Bedi awn) 4 





ee Aa GL a Dl -< A 
en Me ek . 
. eee Cire S cee SG 
Ao Napa =. 5 : = 
zt oe Af. . < * 





























, Rs. Rs. 
Broach Branch Account Dr. ‘ P 
To broach Branch Trading Account ws | 1,37;000 1,37,000 
Being incorporation of the following items from the 
Broach Trial Balance | 
Sales Rs. 1,14,000 | 
Closing stock Rs. 23,000 ; © | 
Broach Branch Trading Account Dr. aa 27,000 | 
To Broach Branch P & L Account o | 27,000 
Being gross profit 
| 
be hones Mire es Ree SRD z ple : 
Broach Branch Profit and Loss Account Dr.) 11,000 
To Broach Branch Account 11,000 
Being incorporation of the following figures from the | 
Broach Trial Balance :— a | 
Salaries, rent and Expenses 11,000 ee | 
Read Soot a Ae ems es. | | 
Broach Branch Profit and Loss Account Dr, | 16,600 
To General Profit and Loss Account iy 16,600 
Branch Net profit transferred : | 
Broach Branch Cash Aceount Dr. | 9,000 
Broach Branch Debtors Account ne ea 28,000 
$ » Furniture Account 12,000 
“i Stock Account Dr. 23,000 
To Broach Branch Account a 72,000 
Being the incorporation of Branch assets in Head office | 
Books ose | 
3 —— — — —— —_—_—— —_ —- San 
Broach Branch Account Dr. | 1,000 
To Branch Creditors Account 1,000 
Being the incorporation of the Branch liabilities in | | 
Head Office Books © 








Head office Books. 
Ledger. 


Broach Branch Account. 








| Rs. 





| 
| Rs, 
To Balance on date .. | 20,000 | By Goods in Tranist Alc... | 15,000 
_ Branch Trading A/c ..., 1,387,000] ,, Branch Trading A/c ...; 1,10,000 
" Branch Creditors  ...| 1,000! ,, Branch P.& L. A/c ... 11,000 
», Branch Assets at 72,000 
206, 2,08, 000. — 2,08,000 


AR ll STB BE AES 
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Broach Branch Trading and Profit and Loss Account. 











enegaaret Reece PIE RTE 


Rs, | Rs. | Rs. Rs, 
To Branch Account: | By Branch Account: 
» Stock at Start ...) 30,000 | | , Sales ..| 1,14,000 
» Goods from H.O.!| 80,000 », Stock at close ..., 23,000 
———) 110,000 noon 137,000 
To Balance of gross | | oe 
profit carried ) | | 1,37,000 
down ie | 27,000 | | 
| Peace ates : | 
| 187,000 : ose 
To Branch Account: | | ne By Balance of gross: : 
, salaries, Rent, | profit B/d_...! 27,000 
and Expenses .._ 11,000 
.. General Profit | | 
and Loss A/c ...| 16,000 
TO te ees 
| | 27,000 | 27,000 


| eee CE TSE 5 was 
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General Balance Sheet (Ordinary Form) of XYZ Co., Ltd. 


as at 





CAPITAL AND | | 











3ist December 1935. 


TF TTA NEI 


PROPERTY AND 


























aera acllheteeatinteinteadel 








LIABILITIES. | | ASSETS, 
: bes Bens ulyh TBs Rs. Rs. 
Capital :-— | | Goodwill | 50,000 
Authorised :— Buildings su 1,65,000 
25,000 Ord. Shares. Stock of Goods :— 
of Rs. 10 each... | 2 ,50 000 Head office 12,600; 
25,060 6% Pref. | Bombay 22,300, 
Shares of Rs. 10| Delhi 12,600 
each Allahabad pf ea '500, 
a] | | 54,000 
Issued and Fully paid: = | Debtors :— | 
15,401 Ordy. Shares | Head office | 12,160 
of Rs. 10 each . | 1,54,010 Bombay | 12,620) 
14,0381 6% Pref, Delhi eet a es 340) 
Shares of Rs. 10) Allahabad 9,160; 
each | 1,46 310 
? lpeeeeperm| 294,820 45,280, 
Creditors :— | Less Reserve for Bad 
Head office ceo | | 12,006) debts .| 10,000 
Bombay | 6,000 i———| 35,280 
Delhi ies 5,520 Goods in transit a | 
Allahabad | 3,240 Head office ‘as 280 
16,760} Investment oe | | 80,000 
Net profit earned dur- Cash at Bank :— 
ing the year | 98,4801 Head office 10,000 
| Bombay / 7,000 
| Delhi F 5,090 
| | Allahabad “ 3,000 
| | |— 25,000 
| 4,09,560 | 4,09,560 


_Note:—-There isa difference of Rs. 280 in the balances of Allahabad Account in 


Head office Books aud Head office Account in Allahabad Books, 


placed to the debit of “ Goods-In-Transit Account. ** 


Accounts of Foreign Branches. 


This difference is 


_A Foreign Branch keepsits accounts in the currency of the 
country where it is located and the conversion of such ascounts 
into ‘Home Currency from the Foreign Currency is the 
neipal feature of Foreign Branch Accounting. Where the 
. of exchange between the Home Currency and the Foreign 


sap 


: et is fairly stable, slight fluctuations are ignored and 
ea scounts with the exception of the Remittance. Account. 
-e converted into the Home Currency at a fixed rate of exchange 


de lly the: Por Rate. Where the. exchange rate > Huctuates 
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violently and constantly, the following rules are followed for 
the purpose of conversion :— 


1. Remittances at the actual rate of the day when made 
or cashed. 


2. Fixed Assets and additions thereto at the rate of the 
day when acquired. Additions, if made at various date through- 
out the year, are converted at the average rate for the year. 
Once converted their value in the Home Currency will appear 
at the same figure year after year. 


3. Fixed Liabilities (Loans, Mortgages, etc.) at the rate of 
the day when incurred. Once converted in the Home Currency 
they will appear at the same figure till discharged. 


4. Floating Assets and Liabilities at the rate on the date 
of balancing the Books. The stock at commencement wii! be 
valued atthe figure at which it was taken in the Balance Sheet 
in the previous period. 


5. Revenue items, i.¢., Trading and Profit and Loss 
Account items, at the average rate for the year or the periad. 
Where exchange fluctuations are abnormally violent, the 
Revenue Transactions of the branch may be converted at the 
end of each month at the average rate of the month instead of 
at the end. 


6. The Head Office Account in the Branch Books to be con- 
verted at the same figure at which the Branch Account stands 
in the Head Office Books. 


7. If after conversion into Home Currency, the Branch 
Trial Balance does not agree, the difference is inserted on the 
lesser side designating it “ Difference in Exchange’”’ and is 
transferred to Profit and Loss Account. 


‘8. The converted balances from the Branch Trial Balance 
are thereafter woven into the Head Office Accounts for the 
purpose of preparing a combined Trading and Profit and Loss 
Accounts and Balance Sheet. 


ee -[Ilustration.—(Chartered Acoountants).—Black and White of 


‘London, General Merchants, have a Branch in Paris which is 
carried on quite independently of the London Office. 


—_ os 
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On 3ist December 1943, the Paris Branch Trial Balance 
was as follows :— 


Francs. Francs. 
Head Office a a — 130,000 
Remittances to Head Office Ae 80,000 © 
Furniture, Fixtures and Fittings an 10,000 | 
Sundry Debtors oa oO O00 
Sundry Creditors 7 ce | 10,000 
Stock, lst January 1943 a 95.000 | 
Purchases get 90,000 
Sales - ei 175,000 
Salaries and Wages .... 10,000 
Duty on Purchases .. | 15,000 | 
Rent, Rates and Taxes al 7,500 
Trade Expenses ree, 20, ‘000 | 
Discounts | 4,500 — 
Cash in hand 3.000 | 
20,000 | 


Cash at Bank 


| mesemee SO eee” orem eee ae ——— 


315,000 | 315 5,000 


Stock at 3lst December 1943, 27,000 Francs. 


Wite off 10 percent Depreciation from Furniture and 
Fittings. For convenience, Conversion was made at the rate 
of 25 Francs=£1. The Trial Balance of the Head Office on the 
same date was as follows :— 











| | 
Sas 
Paris Branch R 5,150 | 
Remittances from Paris a a | 3.190 
Furniture, Fixtures and Fittings (Head | | 
Office) | 1.500 
Sundry Debtors and Creditors 8,000 7,000 
Trading Account Balance | ea hs | 2,310 
Stock, 3lst December 1943 4 5,550 | 
Cash in hand | 300 | 
Cash at Bank | 2,000 | 
‘Black’s Capital | Bh ha gdh A phath. ce ON) 
White’s Capital Hie weeds Hes R000 | 





22.500 22.500. 
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Make the accounts of the Paris Branch and incorporate 
them in the Head Office Books. Divide the net Profit 3/4ths to 
Black and 1/4 to White. 





SOLUTION : 

Paris Branch Trial Balance. 

(Converted into English currency) ; 

£ £ 

Head Office A idk 5,150 
Remittance to Head Office a 3,190 
Furniture, Fixtures and Fittings phe 400 
Sundry Debtors eal 1,200 
Sundry Creditors a: “a 400 
Stock, lst January 1943 ode 1.000 
Purchases = 3,600 
Sales e +? 7,000 
Salaries and Wages ve 400 
Duty on purchases ah 600 
Rent, Rates and Taxes ae 300 
Trade Expenses © = 800 
Discount <a 180. 
Cash in hand ae 120 
Cash at Bank op 800 | 
Difference in Exohante Yas pe 40 





12,590 | = 12, 590 


—e 


Paris Branch ‘Traiite and Profit and Loss Account. 
For the year ended 31st December 1943. 








£ Pa 


To Stock, ist Jan, 1983. sk 1,000}; By Sales sh i 9 

i; Purchases : she 3,600]! ,, Stock, 3lst Deo. 1943 ...) 1,080 | 
, Duty on Purchases ae 600 £5 cage 
, Gross Profit ba pe 2,880 

f ae ‘eee ; 8,080 

Weta b st: Shel ame ‘ z 


ah By Gross Profit Bid | Feats a 38 ) 
2 Difference i in Exchange .. “ahs. i ae 
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General Profit and Loss Account. 











BRE AREY | ue are 


"fo Capital Accounts : 2, 632 101 By Profit from Head Office 


Black - {ths sie Ode £0 Trading .. {2,010 0 
» White - }th share | » Branch Account profit .../1,200 0 
| | 


9 eS ee or — oe ee 


|3,510 |3,510 0 








Paris iineh Atoue 
Gn Head Office Books.) 





£ (1943 | | £ 





1943 | 
Des. | Dec. | 
31 To Balance B/d cat 5, 15040) SI By Remittance account, 
|, General Profit | | transfer See @ eeu 
and loss account, | ,, Balance O/d | $3,160 
Net profit trans- a | 
ferred 1,200 | 
' 6,350] | 6,350 
1944 | 
Jan. i|,, Balance B/d —....|_-—«3,160), 





illustration 2.—(Chartered Accountants):—The following 
represent the Balances ofthe London Books of the Eastern 
Company, Lid., on the 31st December 1943, viz :— 





£ £ 
Share Capital (70,000 Shares of 1 as 
fully paid cs 70,000 
Bills Payable oy ne ir 5,500 
Bills Receivable | xs eS 2,000 xt 
Investments, at cost se das 14,000 ap 
General Reserve As aa ee 8,000 
Stock on hand Se oF 600 # 
Debtors as 3,000 a 
Reserve for Doubtful Debts Bi ay 100 
Creditors eee ae ne 5,000 
Paymentsin advance _... a 900 33 
Properties ee 25,000 
Profit and Loss Account . me $1,200 3 x, 
Rangoon Account — sis a 18,760 a 
Cash at Bank <p oe 3,000 


‘Cash i in hand — ae me 40 


88,600 88,600. 600 . 


CTT ELE Cyrene, ———— oe TS 
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Bills Receivable aggregating to £4,000 were under discount. 


The following statement of Assets and Liabilities at 31st 
December 1943 was ee from the Manager of the Company’s 
Rangoon Branch, viz. 


Rs, © A&P. 
Oash at Bankers de 183,372 5 0 
Cash in hand a8 19,269 8 0 
London Accounts (£17,938-1s ee 2,69,071 6 0 
General Reserves 75,284 14 0 
Stock on hand O2iooOs,.o0 we 
Advance to Indians against security 2.29,000 D3 
Buildings, Plant, etc., a 46,280 12 0 
Debtors A 87,963 13 0 
Payments in advance eu 3,000 0 O 
Reserve for Doubtful Debts Ws 2,000 0 0 
Creditors e 3,48,125 5 0 


The apparent difference between the balance of the 
Rangoon Account in the London Books and the London Account 
in the Rangoon Books consists of items in transit. You are 
required to prepare an Amalgamated Balance Sheet as at 3lst 
December 1943, The Rupee to be taken at Is. 4d. 


SOLUTION. 
Branch figures converted into sterling stand as under :— 

hs wm dpe ei aes 
Cash at Bankers uci, Rae. +O ame ae 
Cash on hand cn dees A 8 
Stocks on hand fo) 69h boas: 7 
Advances against Security oh OOD. TES 
Buildings, Plants OS SO8S. a7 are 
Debtors te > DSU 
Payments in advance ozs 200 0 0 ied 
Reserve for doubtful debts me ae 133 6 8 
Creditors + oe. 35,941 15 9 
General Reserves oe sa 5,018 19 10 
London Account te Bo 17,938 1 10 


59,632 2 159,692 2 1 


omen ess SE core 0 CREE con Se Seen OS eee 


Reconciliation of London Account in Brenay, Books and 
Rangoon Account in Head Office books : — 





z ae. a 
‘Rangoon Account in H.O. Books _... 18,760 0O 0 
London Account in Branch Books ... 17,938 1 10 
Goods and Remittances in transit... 821 18 2 
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Illustration 3 (G.D.A.).—Messrs. Mulraj & Co., Diamond 
Merchants, whose Head Office was in London, had a Branch 
established at Lyons. Soon after the outbreak of the War it 
was decided to close the Branch and transfer the Stock to 
London. The following figures represent the Balance sheets 
of the two Houses on 3lst July 19— :— 


London Balance Sheet. 








LIABILITIES. | & ASSETS. a 

Capital ys | 40,000} Buildings aes 8,000 
Creditors hae 5,000] Debtors ae 13,500 
Profit and Loss Account one 3,500] Bank aids 500 
Cash ee 100 

Lyons Branch ae 5.000 

Stock | 21,400 

48,500 48,500 





Lyons Branch (in Francs) 








Fres. Fres. 
Creditors ...| 10,000] Debtors | 60,000 
Head Office ...| 125,500] Cash we | 1,000 
Bank sae 5,700 
Fixtures | 7,800 
Stock | 61,000 
135,600 185,500 


A fixed rate of exchange 25-10 had been used between ths 
Head Office and the Branch, and the Branch Stock was taken 
over by the Head Office at this rate. The Lyons Debtors rea- 
lised 45,000 Francs and the Fixtures were sold for 4,500 Frazsics. 
Creditors were paid in full, and the cost of winding up the 
Branch was 1,000 Francs. The proceeds of the realisation 
including Cash-in-hand and at Bank were transmitted to 
London at the rate 27.25. You are requested to reconstruct 
the Head Office Balance Sheet by including the result of the 
realisation. 
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SOLUTION. | 

Lyons Branch Realisation Account. 

(In Branch Books) 
; | Fres. | Frcs. 

To Debtors ..., 60,000) By Head Office —St ock ae | 61,900 
To Fixtures «oo! . 7,800) By Bank :— 
To Stock 61,000 Debtors he 45,000 | 

Expenses 1,000 weno | 49,500 


By Loss on realisation 


| 
To Bank-——Liquidation | Fixtures Se 4,500 
| 
| 
| 
| 


—" 

SS 

Ww 
S 

jon) 











|  Fres, Fres. 
To Balance B/d vis 5,700 | By Creditors in 10,000 

» Oash al 1,000 », Realisation Account— 

» Realisation Account :— Expenses chs 1,000 
Debtors + 45,000, », Head Office Account— 
Fixtures .. 4,500, Remittances te London 45,200 

———| 49,500 
56,200 ' 96,200 








, | Eres. Frcs. 
To Stock -- 61,000 | By Balance B/d ves 125,500 
,, Brancn Realisation | | 
Account (Loss) «| 19,300 
», Bank—Remittances 
sent xa 45,200 
| 125,500  125,500$ 





SS cee Sass ees 


Branch Account in Head Office Books. 








Sn SSE ere 
| ’ 


| e Fres. | Exch. Yee da. 





To Balance B/d ...; 5,000; By Stock eee} 61,000 | 25.10 2,430 5 7 
| , Bank see} 45,200 | 27.25 | 1,658 14 5 
| ,, Loss on realisa. | 
| tion of Branch | | 
: Assets iis 19,300 | $11.0 = 
Sine weidacnstone | a ee sa 
pas | 


t iin OOTP oa a ena capers 
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Messrs. Mulraj & Company. 
Balance Sheet of London Office. 


As at Ist August 19... 

















LIABILITIES. 3 ASSETS. bu 8% ais Amie. > a 
Creditors Re 5,000 j;Cash in hand... | i100 0 0 
Capital ee 40,000 {Cash at Bank. | 2,158 14 5 

Profit and Loss £ | a ee 2,208 14 5 

Account. 3,500 Debtors x 13,500 0 0 

Less Loss on Re- Stock a | 23,830 5 7 

alisation of Buildings a ' 8,000 0 0 
Branch Assets 911 | | 
a 2,589 | 

47,589 | 47,589 0 0 





ES A A peers | ee cee EY ap Ca 


Note.—As against £5,000 standing to the debit of Lyons Branch in the 
Head Office Books, the Head Office receives £1,658-14-5 in cash (45,200 Fes. at 
27°25) and £2,430-5-7 in stock (61.000 Francs) at 25.10, which aggregates to 
£4,089. The balance of £911 is Loss to the Head Office, 


Exercise on Branch Accounts. 


Ex.-No. 1.—The following are the transactions between 
the Madras Head Office and Kodaikanal] Branch of Spencer & 
Co., Ltd., for the six months ending 3lst December 1946, 


Rs. 
Stock of goods at the Branch on clet Jan. 1946, 25,000 
Sundry Debtors do. do. ae 0,790 
Goods sent tothe Branch | vue Ly OOO 
Returns from the Branch ae 3,900 
- Cash sales Be 65,000 
— Credit Sales coe gh OOO 
Cash received from debtors ..» . 1,08,450 
Chegues sent to the Branch :— aes 
Salaries | vee, eg, ae 
Rent and Insurance | ee 2,100 © 
_ Petty Cash ona ii asia 
Stock on 31st Dec. 1946 at Branch ae 30,000 
Branch Debtors on 3ist Dec. 1946 ae Tees tes 
Petty Cash Balance oa ona ‘ 


Show how the Branch Account and the Branch Profit a 
: Rabowns in gy iA. phe. Head | Offige Books. 
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From the following details prepare the Branch Account, the 
Branch Adjustment Account and the Branch Profit and Loss 
Account of the Bangalore Branch for the year 1946. 


Rs. 
Stock Ist Jan., at invoice prices ap 18,750 
Stock 31st Dec., at invoice prices a 22,000 
Sundry Debtors Ist Jan. = 10,500 
Sundry Debtors 3lst Dec. sees 13,800 
Cash sales for the year , 81,000 
Credit sales for the year Bike 52,500 
Cash received for Ledger accounts mee 49,500 
Goods invoiced from Madras ... 1,386,500 
Rent and Rates (paid from Madras) vo 6,000 
Wages (paid from Madras) a 5,300 
Sundry Expenses (paid from Madras) e 1,200 


Ex.-No. 3.—The XYZ Manufacturing Co., Ltd., has a Share 
Capital of £75,000, in 7.500 shares of £10 each, all issued 
and fully paid. It manufactures goods for sale at its two 
Branches (here referred toas A and B respectively), which 
sell goods of the Company’s manufacture only. From the 
annexed Trial Balance of the Books at the Head-Office (where 
the Private or General Books are kept) and at the Factory and 


Branches, construct an account to show, respectively, the 


result of the Manufacturing and the Gross Profit at each 


Branch. 


NOTES :--fhe Stocks on the 31st December were :— 


a ss Faetory see eG a 
ss Branch A cal 4,590 3 8 
‘ieee ee es | “es 1 Yen 5 § 


Die ihe. aie 
a sin on | 10 per cont, 


a ated Office Furniture , ) 


~ 


° 
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Dr. | Trial Balance, 





Branch A, | Branch B. 


£8, a £5 9° Sods. Bes 


| 
€ 
Freehold Premises— | 





Head Ofc, Factory. 








err nett nen aren nee ee 





Factory ---/90,000 0 0 
Branch A 110,000 0 0 
Branch B --- 110,000 0 0 
Goodwill ..-/ 30,000 0 0 


Machinery, Fixtures, 
- Furniture, etec., as at 
Ist January— 























Head Office iy 500 0 0 

Branch A | 2,000 0 0 

Branch B ces byOOO * OO 

Factory | 7,000 0 0 
Bankers | 6,790 1 6 
Cash Balance i 16 2 6 135 9 2 89 3 2 58 1 8 
Stocks (lst Jan.) de 110,216 5 9 3,2i8 1 6) 2,190 6 7 
Purchases (net) ce 76, 516 2 9 
Wages es 4l, "316 2 8 
Factory Manager's 

salary ee . 1,000 o 0 
Salaries and Wages : 3,916 9 6 3,022 3 4 
Carriage to Branches ... 2,017 6 9 
Rates and Taxes - 316 2 9| ..569 % @ —g5e9 
Salaries and Office Ex- bee 
penses ise | Spb: 6, 8 | 
Sundry Expenses a 517 6 8 3,017 9 2 1,869 4 6 
Goods from Factory _... 75,247 3 2)45,350 0 2 
Bad Debts oie 8 1 1,029 2 2 
Debtors 9.620 2 9) 5,730 2 3 
Factory (Current W865 2 2,090 «1 11). " 
Brauch B do. | 3,072 3 10 
Head-Office do. : ' 4,914 3 3 
Income-tax ae 650 0 0 
Directors’ Fees wat. 2,500 O50 
Auditors’ Fees a 105 0 O 
Debenture Interest {| 2,000 0 0 = 
4 





Draw up. for seule to the Directors a Balan qo p we 
Manufacturing Co,, Ltd., ah ahs basis of ‘the figure 

regards each item, its amoun vhs the 

business a peeve Ke ance £ i 
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3ist December 19......... Cr. 
Head Offioe.| Factory. | Branch A. | Branch B. 
+ “on + va: AEP S, a. £. Siivioks Sethe 
Share Capital ... | 45,000 0 0 | 
Debentures 4 percent ...|50,000 0 0 
Creditors ..; 55010 0 9,58411 3 176 7 6 359 2 6 
Goods to Branch A... | | 75,267 3 2| | 
do. B ay (45,350 0 2 it 
Sales ” | 100,715 0 7,55,670 3 6 
Profit and Loss (Balance | : 
of previous years’ | | 
profit) ei aak a oe. | 
Head-Office Current A/c. 2,333. 1 mM 3,672 3 10 
Branch A Current A/c, a 4914 3 3 | 


eee 
RS a rR Uy ven ne ey a 









| Bee esate paar 


16 sim me 6 100,891 8 159,701 9 10 
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. Ex.-4—-An Ahmedabad Firm has a retail branch at Bombay 
which is mostly supplied with goods by the Ahmedabad Head 
office. The Bombay Branch keeps itsown books. The entire 
cash received by the Bombay Branch is remitted every week 
to Ahmedabad office after making all payments and keeping in 
balance not more than Rs. 500. Given below are the parti- 
culars relating to the Branch :— 


Rs. 
Cash on hand on Ist July 1937 st, 490 
Debtors, lst July 1937 i ao 
Stock, lst July 1937 ae 7,200 
Loca] Creditors lst July 1937 ne 500 


Transactions during the six months ending 3lst December 
1937: 


Rs. 

Local purchases se 1,000 
Local Returns outwards ee 200 
Payments to Local merchants +. ie 950 
Credit sales big 23,840 
Returns inwards ao 200 
Cash received on Ledger accounts .. =, 840 
Cash sales we 12,140 
Goods received from Head office cele 21,780 
Rent and office expenses ng 3,790 
Wages ee 3,960 
Bad debts ne 250 
_ Allowances to Debtors s 300 
Cash remitted to Ahmedabad office es, i) 
Stock on 3lst December 1937 iis de 


Journalise the atove transactions and prepare therefrom 
Cash accounts, Debtors’ account, Local Merchants’ Account, 
Profitand Loss Account and the Ahmedabad office account 
after incorporating therein all the final figures, in the Bombay 
Branch Books. 


Ex.- No. 5.—A and B are Dry Fruit Merchants carrying on 
business in Bombay, Madras, Calcutta and Rangoon. The total 
sales during the year amount to Rs. 2,25,000 of which 30 
is effected at Bombay, 20% at Madras, 40% at Calcutta and 10% 
‘at Rangoon. The Direct cost of goods sold amount to 
Rs. 1,35,000 of which 25% is due by Bombay, 15% by Madras, 
50% by Calcutta and 10% by Rangoon. Rents chargeable to the 
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business amount to Rs. 3,600 and administration and other 
charges to Rs. 7,200, both chargeable, as regards 20% to 
Bombay, 15% to Madras, 50% to Calcutta, and 15% to Rangoon. 


Of the stocks in hand amounting to Rs. 60,000, it is necessary 
to write off 20%. Of the amount so written off, 25% arises at 
Bombay, 20% at Madras, 40% at Calcutta and 15% at Kangoon. 


Show the total profits made, the amounts arising in the 
different towns, and the percentage on the turnover in each 
town and on the whole. 


Ex-. No.6:—-The Daily Needs Ltd. has a Nominal Capital 
of 5,000 shares of ks. 10 each anda subscribed capital of 4,000 
shares fully paid. The Company manufactures goods for sale at 
its own branches A and B which confine their sales to the 
Company’s own products. 


2 From the following Trial Balance extracted from the books 
of the Head Office, and Branches as at 3lst December 1937 
prepare for submission to the Directors, Trading and Profit 
and Loss accounts for the Head Office and for each of the 
branches for the year ended 3lst December 1937 and a Balance 
Sheet of the Company as on that date :— 
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Ex-7.(R.A. 1947).The Calcutta Head Office of National 
Mercantile Co. received the following Trial Balance of its 
London Branch as at 3lst December 1946 :-- 


£ £ 

Plant and Machinery ays 200 
Purchases S 6,400 
Goods from Head Office es 2,800 
Stock, January 1, 1946 i? 916 
Sales oe ie 10,212 
Wages Sis 1,009 
Salaries o 612 
General Expenses cas 583 
Freight and carriage As 2%6 
Cash cai 918 
Sundry Debtors nie 2,140 
Sundry Creditors i bala 1,409 
Head Office Account a a 4,233 

Total... 15,854 15,854 


TS AS Cee RSS SY eS once Pecmmesn PSD 


Stock on 3lst December 1946 was valued £2,012. 


_ You are requested to incorporate the London Branch tran- 
sactions in Head Office Books taking into account the rates of 
exchange which were as follows :— 


(1) When Plant and Machinery was acquired... ls. 4d. 


(2) On ist January 1946 elude? da 
(3) On 31st December 1946 3. fe Sa 
(4) Average rate over 1946 ipa Ase eke 


The London Branch Account showed Rs. 56, 022. 8-0 as at 
3st December 1946, 





CHAPTER XXXIII. 
Bank Accounts. 


The Indian Companies Act defines the principa] business 
of a banker as “ receiving of deposits repayable on demand 
withdrawable by cheque ” Such deposits are known by the 
term “Current Deposits ”’. Besides receiving money qn Current 
Deposit, a bank also receives inoney on Fixed Deposit, Short 
Deposit, Call Deposit and Savings Deposit. Such monies after 
they are deposited pass under the control of the Bank and are 
used by the 3ank as part of its Working Capital to earn profits. 
If the Bank fails to repay a deposit as per contract it cannot 
be charged for criminal misappropriation, as the relationship 
between a Banker and a Customer is that ofa debtor anda 
creditor, and a creditor can take action only in a Civil Court. 

Funds that are received on Deposits are short-term Funds 
and cannot be locked upin long-term advances needed by In- 
dustrialists and Agriculturists. For this reason, Industrial 
and Agricultural Banks raise the required funds by issue of 
Debentures. 

After maintaining a right measure of “* Fluid Resources” 
the Bank makes use of the Balance of the Working Capital in 
making ‘Loans and Advances”’ and in discounting “ Bills of 
Exchange”. ‘Those are the two principal sources of the 
Bank’s income. Investment in Government Securities is con- 
sidered as guod as maintenance of Cash and most Banks have 
twenty-five percent or more of their Working Capital invested 
in Government Securities and get an appreciable income from 
this source. 

Receiving Deposits and Making Advances are the two 
principal functions ofa Bank. A Bank also performs several 
Auxiliary or subsidiary functions, namely :— 

(az) collecting Negotiable Instruments on behalf of 
customers, 

(b) issuing Demand Drafts and Telegraphic Transfers 
on its Inland and Foreign Branches and Agenciés; 

(c) purchasing and selling securities under instructions 
of customers ; 

(d) issuing Letters of Credit, Circular Notes, havellenr 
Cheques, etc., on the request of customers. 

(e) receiving valuables of customers for safe custody. 

(f) acting as agents of customers to make regular pay- 
ments as instructed by them, and to perform such other 
functions as Jaid down by each customer under the Power = 
Attorney he gives to the Bank. 

(g) preparing: Income-tax Returns for customers, 
(A) ae 2S  Executors and Trustees ” ” for ot, took 
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For all these auxiliary services rendered, the Bank makes 
@ small charge. 


Thus the main sources of income of a Bank are :— 
(a) Interest earned on Loans and Advances, 
(6) discount earned on Bills Purchased, 


(c) income from Investment in Stock Exchange Securi- 
ties and in movable and immovable properties; and any profit 
on their sale, and 


(d) commission on Subsidiary services. 


The main heads of expenditure of a Bank are :— 


(az) Interest on Deposits. 

(b) Interest on Loans from other Banks. 
(c) Rebate on Bills purchased. 

(da) Directors’ fees. 

(e) Audit fees. 

(f) Salaries and Allowances to staff. 
(g) Rent --Rates—Taxes. 

(h) Postages and Telegrams. 

(4) Advertising. 

(;) Stationery and Printing. 

(k) Insurance. 

(1) Depreciation. 


Statutory Regulations for Banking Companies.—The Regulations 
are contained under sections 277-F to 277-N of the Indian 
Companies Act. The important limitations placed under 
Law are :— 

ae No new Company with the word “ Bank”’, ‘‘ Banker” 

“‘ Banking ’’ shall be registered - unless its Memorandum 
limite its object to the business of ‘ ‘accepting deposits of 

| money on current account or otherwise subject to withdrawal 
by cheque," along with some or all of the forms of business 
specified in section 277-F. 


2. No Banking Company incorporated prior to the Act 
of 1936 in India or outside shall carry on business other than 
that specified i in section 277-F. 


. peeie NN o Banking Company carrying on business in India 
shall be managed by a Managing Agent or by a person whose 
_ remuneration or part of whose remuneration takes the form of 
=) commission or a share in the profits of the Company or who 
has a contract with the Company for its management for a 
g ariod exceed ing five years at any one time. 








: ah 


ng Company incorporated after 15th January: 
nee business unless shares have been stam 
Ja a 1 of haa Fifty thousand, 
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The Subscribed Capital shall not be less than half of 
the Authorised Capital and the Paid up Capital shall not be 
less than half of Subscribed Capital. 


The Capital shall consist of ordinary shares only and 
of such preference shares that may have been issued before 
a a of the Indian Companies Amendfnent Act 
te) 

No charge shall be created upon any unpaid Capital. 

o. Every Banking Company other than a Scheduled Bank 
shall maintain a Reserve Fund and transfer each year a sum 
not less than 20 per cent of its declared Net Profits to the 
Reserve Fund until the balance of the said Fund becomes 
egual to the paid up Capital. 

This Reserve Fund shall be invested in Government 
or Trustee Securities or kept deposited in a special account 
with a Scheduled Bank. 

6. Every Banking Company other than a Scheduled Bank 
shall maintain a Cash Reserve equivalent to atleast one anda 
half per cent of the time liabilities and five per cent of demand 
liabilities, and shall file with the Registrar before the 10th 
day of every month three copies of a statement of the Amount 
sc held on the Friday of each week of the preceding month. 

7. A Banking Company shall not form any subsidiary 
Company except a Company for the purpose of undertaking and 
executing trusts, undertaking the administration of estates as 
executors and trustees and such other purposes as are allowed 
to a Banking Company and are incidental to the business of 
banking. 

A Banking Company ‘shall not hold shares in any 
Company whether as pledgee, mortgagee, or absolute owner of 
an amount exceeding 40 per cent of the issued Share Capital of 
the Company, provided that this restriction shall not apply to 
shares held by a Banking Company before 15th January 1937. 

8. Section 86-D (3) of the Indian Companies Act which 
lays down that no Company shall make any loan, or guarantee 
any loan made toa Director of the Company or toa firm of 
which such Director is a partner, does not apply to a Banking 

pany. 
er: The Act however requires that ‘ Loans and Advances . 
on a Banker’s Balance Sheet should clearly exhibit the 
following :— Rites e 

(1) Debts considered good and in respect of which the | 


; -Bankisfully secured. Or | 
(2) Debts considered good secured by the personal 


-,  "" ‘Jiabilities of one or more parties as under:— 
, ; : ay as! oe td F NSE, ~ ° - i - Ry 2 Po F ‘ wo on + * ae wid ae i | 2 care “ ‘ 
(a) Debts due on Billa discounted, 

oh oe Fats Tec Me te eee 





if oe eae i y 
% 4 Sa PR 8) RED a, ee py ee mer WA de Kee 
3 Re eee SE Rae ae vat aes eee ais a Fao) 
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(6) Debts due on Joint and Several Pro-notes. 
(c) Debts due on temporary Overdrafts. Demand 
Cash Credits, and Personal Security. 


(3) Debts considered doubtful or bad for which no provi- 
sion is made, 
The Act also requires that the above items should be 
further analysed to show :‘— 
Debts due by Directors or other officers of the Bank and 
considered good : -- 


(z) Fully Secured. 

(ob). Secured by personal liability sither severally or 
jointly with other persons, including debts due by 
Joint Stock Companies guaranteed by their Agents, 
a Director of the Bank being a member of the firm 
of Agents. 


A Scheduled Bank.-Any Banking Company that is regis- 
tered under the Indian Companies Act in India or registered 
under a similar Act outside India and having a Paid up Capital 
and Reserves totalling not less than Rupees Five Lakhs may 
apply to the Governor-General of India in Council to be placed 
on Schedule B cf the Reserve Bank of India Act and when so 
placed it becomes a “ Scheduled Bank”’. 

A Scheduled Bank enjoys a number of privileges in respect 
of business with the Reserve Bank of India, e.z., 

(1) Facilities for transfer of funds from one centre to 
another centre. | 
(2) Discounting of Trade Bills and Promissory Notes. 
(3) Sale and purchase of foreign exchange. 
A Scheduled Bank has to maintain an account with the 
Reserve Bank of India, a Cash reserve equal to five per cent of 
its demand liabilities and two per cent of its time liabilities 
and has to file with the Reserve Bank of India a statement 
showing its position in connection with these liabilities as at 
the close of business on each Friday or as on the preceding 
working day if Friday is a holiday. 

Principal Books kept by a Banker.—The Principal Book of 
Account which a Bank maintains is its “General Ledger”. 

_ It contains all the Accounts affected by the Bank’s transactions 
and most of the Accounts in the General Ledger ure debited 
and credited with the totals of the daily transactions. Thus 
the General Ledger will contain :— | 

——- Potal Current Deposits Account. | 

_-—s: Total Fixed Deposits Account. — 

Total Short Deposits Account, _ 

«Total Savings Deposits Account, _ 


. | aR 











4 ere z 
at. won eal | 
yy aaa 


wens Account. |! 
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Total Investments. Account. 

Total Bills Purchased Account. 

Total Bills for Collection Account. 

Total Branches Account. 

Total Agencies Account. 

Total Expenses Aecount. 

Total Revenue Account. ° 

The Accounts in the General Ledger form a complete Trial 

Balance with the cash on hand taken from the General Cash 
Book and provide basis for preparation of the Profit and Loss 
Account and Balance Sheet. 


Current Accounts and other Departmental Ledgers.—One Current 
Account Ledger will approximately hold about five hundred 
Accounts, and the total number of ledgers will depend upon the 
total number of accounts. Debit and Credit transactions posted 
to each ledger every day, are also listed upin a “ Supplement- 
ary Book’’ for the Ledger. The Supplementary Book gives 
the totals of the daily “ Receipts and Payments’? which are 
posted to the “Current Accounts Summary” which in its turn 
gives the daily figure for “Total Receipts and Payments” for 
Current Accounts. With the help of the Summary each Ledger 
is kept “self balancing’’. Shere is a sectional Cash Book for 
the Current Account department. This Book has columns for 
Cash as well as Transfers. All the daily vouchers are posted 
therein and it gives daily figures for ‘Total Receipts and Pay- 
ments’ independently. Daily figures as obtained from the 
Summary and from the Sectional Cash Book must agree and 
are posted to the General Ledger, 

Just like Current Accounts Department, all other Depart- 
ments maintain their own Secctional Ledgers and Registers on 
self balancing system and also the Sectional Cash Book, Daily 
totals of the Sectional Cash Book are posted to the General 
Ledger. | 

Daily totals of Cash Receipts and Payments from the 
Sectional Cash Books are posted to the General Cash Book 
that shows the daily Cash position. The Bank Account is not 
kept in the Cash Book, but is kept in a separate Book. 

Expenses and Revenue items are posted to the © Profit and 
Loss” Ledger. Capital Account and Real Accounts are main- 
tained in the General Ledger as there are no daily transactions 
necessitating a separate record. | 

Balance Sheet of a Bank.—There are a few Accounts which 
are found on the Ralance Sheet of a Bank only and they ara 


explained hereunder :— 

Rebate on Bills Discounted. When a Bank discounts a bill, the 
full amount of the discount earned is credited to “ Discount ”’ 
Account. A number of bills remain unmatured on the date the 
Balance Sheet is drawn. To present a correct picture of «the 
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income earned, the discount for the unexpired period is debited 
to Discount Account and Credited to an Account termed 
‘** Rebate on Bills Discounted”. This Account appears on the 
Liability side of the Balance Sheet On the opening date, the 
Account is closed by transfer to Discount Account. 

Bills fer collection and Bills Receivable.—As per Banking Prac. 
tice a Bank gives credit for ‘‘ Bills Received for Collection ”’ 
from customers, after they are realised. Each Bill is given a 
serial number and entered in “ Bills for Collection ’’ Register. 
Two contra accounts are opened in the Genera! Ledger :—— 

1. Bills for Collection and 
2. Bills Receivable. 

Every day the total value of Bills received for Collection 
is debited to “Bills Receivable’ Account and credited to 
‘** Bills for Collection ’’ Aecount; every day the total value of 
Bills that are collected is debited to the “ Bills for Collection” 
Account and credit to “ Bills Receivable’’ Account. Bills for 
Collection Account appears on the Liability side of the Balance 
Sheet; Bills Receivable Account appears on the Assets side of 
the Balance Sheet To show their inter-relationship on the 
- Balance Sheet the words ‘‘as per Contra’ are added to both 
of them. 

** Acceptances for Customers’’ and “ Customers ’’ Liability for 
Acceptances’’.—It is a practice of Banks to issue Letters of 
Credit in favour of foreign shippers and manufacturers, at the 
request of their customers. Under the terms of some Letters 
of Credit the issuing Bank undertakes to accept, a Bill drawn 
for the value of the shipment it covers, and to meet it on the 
due date. This risk is covered by securities or cash which the 
customer is required to deposit, full details of each Bill that is 
so accepted are entered in “ Bills Accepted Register’’ with 
particulars of security lodged by the customer. Every day the 

total value of * Bills Accepted on behalf of Customers” is 
credited to an Account styled ‘ Acceptances for Customers ”’ 
and debited to another Account styled ‘ Customers for Accept- 
ances’’. When the Bill becomes due, itis paid to the debit of 
the Account of the customer concerned. The total value of 
such bills paid on a day is debited to “ Acceptances for Custom- 
ers”’’ and credited to ‘Customers for Acceptances”. Both 
these Accounts are maintained in the General Ledger. 
“ Acceptances for Customers” appears on the Liability side of 
the Balance Sheet, “Customers for Acceptances” appear on 
the Assets side. To show their inter.relationship on the 
Balance Sheet, the words “as per Contra’’ are added to each. 
Copies of published Balance Sheets and Profit and Loss 
_ Accounts of three leading Indian Banks are reproduced here. 
under. The-Student should carefully study the way in which 
_ the Book debts and the “Contra items” are shown, 
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Exercises. 
Ex. 1.--(Indian Merchants’ Chamber Bombay 1947).—Make out 
a Balance Sheet of Indian Sterling Bank, Ltd., from the follow- 
ing particulars :— 


Balances as at 3l1st March 1947. Rs. 
Paid up Capita! . 10,00,000 
Investments 3 .»s 10,00,000 
Investment Reserve Fund ah see «200,000 
Fixed Deposits Accounts s ve 16,50,000 
Money at Cal! and Short Notice see 16,359,000 


Current Accounts 
. Customers for Acceptances and Endorss- | 
ments Lie ..  8,65,000 
Reserve Fund M ... 15,00,000 — 
Bills Discounted ) se  9,00,000 
Acceptances and Wadoresmments for : 
Customers ae 
Cash Credit and Overdrafts “ge 
Bank Premises 


.. 22,275,000 


see ~~ 8, 65,000 
see 14,35,000 
200. 10,30,000. 


Rebate on Bills Dissoufted ia ae 12,500 
Cash at Bank ake ..  98,90,000 
Cash in Hand sere ee - 1,45,900 
‘Interest accrued but not recleved | ete 000 | 


Ex. 2 2.—Indian Merchants’ Chamber. 1945. —Illustrate, with 
imaginary figures, how the Book Debts of a Bank are required 
to be shown in its Balance Sheet under the Indian Companies 
Act. Also state from what books the necessary information 
would be available for the same. 

Ex. 3.—Jnstitute of Bankers 1946.—From_ wae following 


figures prepare a combined Balance Sheet of the London Clear- 
ing Hanks as on 30th June 1944 :— 


Investments in Affiliations er 24,593,439 
Note Issue | nae i aOR. D208 
Acceptances and Engagements ». 86,580,356 
Money at Cal! or Short N otice we 144,856,946 
Investments tea 20g 40.27 ee 


cs | i. Current, Deposit and other ‘Accounts .. ,448,070,846 
PR ts Balances with, and Cheques in course : 












poe OF collection in other Banks in | 
sss Great Britain and Ireland . 66,475,250 
ss Capital (paid up) ---  %0,716,730 
~~. Coin, Bank and Currency Notesand ~° 
Balances with Bank of England ..- 220,700,740 
Se eta > 948,845,700 | 


ustomers for Acceptances ee 
Gk) isk SRG BR0,956... 
ee 32,741.525 
 89.950,371 

' ’ Ponte 7 


CHAPTER XXXIV. 


Accounts of Insurance Companies. 


The incorporation and working of Insurance Companies in 
India are regulated by the Insurance Act of 1938 and the forms 
in which the Revenue Account and the Balance Sheet are te 
be prepared are prescribed under the Act. 


Among the provisions of the Act the following are more 
important :— 


i. Every Company carrying on business of insurance in 
india has to register itself with the Superintendent of Insur- 
ance (Section 3). 


2. Every Company has to place with the Reserve Bank of 
India a deposit in cash or in Government Securities as under 
(Section 7):— 


Rs. 
(a) For Life business only ... 200,000 
(6) For Fire business only x 150,000 
(c) For Marine business only ~ 150,000 


(2) For Accident business including Motor 
Car Insurance and Workmen’s Compen- , 
sation Insurance 150,000 
_(e) For Life and any one of (bd), (c) or (d). 300,000 © 
(f) For Life and any two of (8), (c) or (d) ...  400,0€0 


(g) For all the four age = 480,000 
{h) For any two of (6), (c) and (d@) es 250, 000 
(¢) For (d), (c) and (@) 350,000 
(j) Marine insurance for country craft... 10,000 


3. Besides placing the above deposits, every Life Com- 
pany must have a minimum Working weritel of Rs. 50,000. 
(Section 6). 

4, The Revenue Accounts for each class of business i is to } 
be prepared at the end of each calendar year separately as 
forms prescribed. The Balance Sheet for each class of business : 
is also to be prepared as a separate document as per © jon 
prescribed -forms. (Section 11'. Every combined Ealaate, ns 


must show clearly on ahs fan, of if that it ins combined a 


Balen Pe ou oor yee hha ie 
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6 Every Life Assurance Company has to keep invested 
in Government Securities or other approved securities a sum 
not less than 55 per cent of its liabilities in respect to the 
business and has to submit a statement, showing how the in- 
vestment is made, to the Superintendent of Insurance withia 
thirty-one days from the beginning of each year (Sections 27 
and 28). 


7. No Life Assurance Company shall declare a dividend to 
shareholders or any bonus to policy-holders except ovt of a 
surplus asCertained as a result of Actuarial Valuation, which 
should be taken at Jeast once in every five years on forms 
prescribed under the Act (Section 49). | 


8 to Insurance Company can zive « loan ora temporary 
advance to any Director, Auditor, Manager or Officer of the 
Company except by way of loan on a life policy (Section 29). 


Books of Account of Life Insurance Business:—Every Company 
keeps @ set of books suited to its own requirements. The 
following are the principal books which are maintained by any 
large Lite Assurance Company. 


1. Proposal Register. 
2. Register of Policy-holders (Compulsory). 
3. New Premiums Cash Register. 
4. Renewal Premiums Cash Register. 
5. Petty Cash Book. 
6 Claims Cash Book. 
7. Register of Claims (Compulsory). 
3 8. Agency and Branch Cash Book. 
9. Policy Loans Cash Book. 
10. General Cash Book. 
li. Agency Journal. 
12. Main Journal. 
ae ; 13. Lapsed Policies Register. 
sees 14. Commission Register. 
-. «15, Agency and Branch Ledger. 












16. Policy Loans Ledger. 
«49%, «Investment Ledger. 

-:18. “General Ledger. 

aes AQ. beicmene of Licensed toe he Agents 
a ie Os © (Company). : 


gister :—The proposal Sanna the bedi of the 
he Company and the proposer; the total]. 
received is @ measure of business drawn 
completed during a year. Progressive 
ea sisal a haa of the Company, 
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. Register. of Policy-holders:--The Act requires that ‘this 
Register shall be maintained by every Company in respect of 
every Glass of insurance business. It contains complete details 
as regards the name ofthe assured; policy number; date of 
issue ; date of maturity ; value of policy: the annual premium 
and how and where it is payable. <A policy is issued #8 soon as 
the first premium is received and an entry is made in the. 
Register of Policy-holders. 


New Premiums and Renewa! Premiums Register:—-Ths premiums 
for whole of the first year are to be treated as new premiums 
The Insurance Act requires that on the Revenue Account, the 
First Year’s Premium should be shown distinctly from the 
Renewa! Premiums. | 


Full particulars as regards the name of the Assured, the 
policy number, the class of the policy, the date of issue, the 
amount of the policy, the premium and how it is payable, and 
the name of the agent who secured the business, are entered 
in the Register. 5g | ep pies 

- The daily totals of the premiums received as per both the 
Registers are carried to the General Cash Book and entered in 
the respective columns. aie 7 


The .columns of the General Cash Book are totalled 
monthly, and the monthly, figures are posted in the Genera! 
Ledger in the “ New Premiums” Account and the “ Renewal 
Premiums” Account. 2a. | 


The Petty Cash Book :—Jt is ruled with analytical columns for 
Medical Fees, Commissions, Postages, Stationery, Advertise- 
ments. Policy Stamps, Allowances, etc., and is worked on the 
Imprest system. | 


Register of Claims and Claims Cash Book -—Xegister of Claims 
has to be maintained compulsorily for each class of business. 
Particulars of each claim as it is received is entered in the 
Register. A note is made in the remarks column asa claim is © 
paid or rejected and at the end of the financial period total 
claims are easily analysed as under :— 


- 4. Claims admitted and paid ; 
9. Claims admitted but not paid ; 
3. Claims rejected ; 
pe 4: 4, Claims under consideration. 
‘As each claim is paid, an entry. is made in the Claims Cash 
Book. Daily payments are totalled and the total amount paid 


a ; 


is entered in the General Cash Book in the “Claims paid” . 
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column. The monthly total of this column is posted to the 
‘** Claims Account”’ in the Generel Ledger. 


Agency and Branch Journal; Cash Book ; and Agency and Branch 
Ledger :—There is only one Account maintained in the General 
Ledger under the style: “ Branches end Agencies Account”. 
Detailed Accounts of each Branch and. Agency are maintained 
in the Agency and Branch Ledger. 


_. Agency and Branch Cash Book has columns for each Branch 
and Agency. Remittances received are entered in the total 
columns and the analysis columns. The columns are totalled 
at the end of every month. The full monthly tosal is posted in 
the General Ledger to the Credit of ““ Branches and Agencies” 
Account. The monthly total of each analysis column is posted 
in the Agency and Branch Ledger to the respective Branch or 
Agency Account. 


Agency Debit Journal is used to record such items as new 
and renewal premiums, Loan instalments and interest on loang 
which have to be collectec at the Branches and Agencies. 
Stamped Receipts for amounts receivable are issued by the 
Head Office in advance to each Branch and Agency. The 
Branch or Agency Account in the Branch and Agency Ledger 
is debited with the monthly total. The monthly total ot the 
total column is debited to Branches and Agencies Account in 
the General Ledger, and the totals for each Revenue Head are 
@redited in the General Ledger to the respective Nominal 
Account. | i | Pete | 


Agency Credit Journal is used to record information supplied 
by each Branch and Agency in their periodical statements and 
sovers such items as New and Renewal Premiums not received, 
and expenditure incurred on Commission, Allowances, Travel- 
ling Expenses, Loan Payments, etc. The Branch or Agency 













a 


Account in the “ Branch and Agency " Ledger is credited with 
_ the monthly totai. The Monthly total of the total column is 
 gredited to the “*Branches and Agencies’’ Account in the 

General Ledger and the totals for each head are debited in the 

sral Ledger to the respective Nominal Account. _ 

licy Loans Cash Book and Policy Loans Ledger.—Thege 
naintained to recordloans granted against policies. 
ents and receipts in respect to Pclicy Lvans 

Policy Loans Cash Book. The Daily 
General Cas ; 


mh ge 


cet 
ort 


ni a Book in the respective . 
‘alas found from the General Cash’ 
aera, Ledger tothe * Policy Loans ~ — ~ 


Po MW se ; és | A res ag ‘eo ane eR is he ae re n 
Hits i Ni bate ae DPW eeakG Bad” Sey 
* 


524 


Lapsed Policies Register —The details of each policy as it 
lapses or as it is cancelled are recorded in this Register. 


Commission Register.—This book is drawn in the form of a 
Ledger and contains accounts of all authorised agents. Com- 
mission earned by an agent is credited to his account and pay- 
ment made is debited. The total of outstanding credit balances 
denotes Commission due ” at balancing time. 


The Investment Ledger.—it is kept in the same manner as the 
one maintained by any other business horse. An account is 
opened for each type of security with columns for face value, 
market value, and interest 


Ascertainment of Profits of Life Assurance Companies.—Though 
a Life Assurance Company is required under the Act to 
prepare a Revenue Account and a Balance Sheet every year, 
any profit or loss made cannot be known therefrom. The 
Revenue Account indicates the Savings made during the period 
of account by the excess of income over expenditure. The 
major part of this income is in the shape of Premiums received. 
The liability of the Company to pay the full value of the insu- 
rance to the policy-holders on cartain events happening in the 
future, continues. True profit or loss can be assessed only on 
a valuation by an Actuary. The Actuary takes into account 
the anticipated future income and future liability of the Com- 
pany as its “ present value”. The excess of the anticipated 
liability over the anticipated i income is termed * Net Liability "’ 
on the date of valuation. The Actuary compares this liability 
with tbe securities and other assets constituting the Life Fund. 
If the comparison reveals a surplus, it may be dealt with as per 
Articles of the Company for distribution of a dividend to share 
holders and a bonus to the holders of “ with-profits ”’ policies. 
If the comparison reveals a deficit, it calls for economy in 
management and revision of premium rates. 


Books of Fire, Marine and Accident Insurance Business and Ascertain- 
ment of Profit:— 


Books for Fire, Marine and Accident Insurance Business 
are similar to those described for Life Insurance Business, but 
there will be only one Premiums Register There will be no 
‘‘ Lapsed Policies” Register, and no“ Policy Loans * Cash Book 
and Ledger. The life of each policy is restricted and never 
_ exceeds the period of a year. 


. Asthe risk for Fire, Marine and Accident Insurance is 
undertaken for a restricted period of one year only, the profit 
or loss meee during the period of account can be. thas 


RRA Nah Se i a a ia ee 
a WR RN ed a, 4 d ‘i 

¢ a, a ae n. 4 5 

. ‘ > re . 7 
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determined, by setting against the income earned, losses and 
expenses incurred. There will he a number of unexpired risks 
outstanding on the balancing date and it is the practice amongst 
all good companies to set aside 40 per cent of the net premiums 
ag a provision against them. 


The reveling of the various books as used by inkursnce Com- 
panies and the forms in which the Revenue Accounts are to be 
made out are hereunder given for guidance of the student. 


In the Revenue Account for Life Tnduranse: Business, 
figures for business within India and business outside India 
are to be separately shown. 


In the Revenue Account for Marine Taedtanes Business, 
figures for previous two years have to be shown in parallel 
columns with figures for the current year. 


Full directions for preparation of Revenue and Profit and 
Loss Accounts and Balance Sheet are given in Schedules First, 
_ Second and Third of the Insurance Act. 
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illustration.--The Revenue Account of a Life Insurance 

Company shows the Fund at the end of the year 1943 at 

Rs. 48,78,000 before taking into account the following items :— 
(z) Claims intimated but not admitted Rs. 65,500. 


(b) Bonus utilised in reduction of Life Insurance Premium 
Rs. 6,500. 


(c) Interest accrued on Securities Rs. 19,500. 
(d) Outstanding Premiums ks, 18,000. 
(ec) Claims covered under re-insurance Ke.27 0000 


Pass the necessary Journal Entries, giving effect to the 
above omissions and show the Funds at the end of the year 
1943 after making the above adjustments. 


SOLU oe 


Journal Entries. 


























(Being claims recoverable under Re-insuran- 
ce, not received.) #a 


Rs, Ks, 
Claims Account Dr 65,000 
To Outstanding Claims Account | — 65,500 
(Being adjustment in respect of Claims | 
intimated but not admitted) a 

' Bonus Account Dr. 6,500 | D 
To Premiums Account | ) 6,000 

' (Being adjustment of Bonus utilised in re- | | 
| duction of premium) coos 
ae os a ee ee 
\Acerued Interest Account Dr 19,900 . 
| To Interest Account of 19,500 

|(Being Interest acerued on securities: 

brought inte account) | | 

| Outstanding Premiums Account Dr.' 18,000 
|. To Premiums Account | 18,000 
(Being outstanding premiums brought into 
| account) tes 
Outstanding Debtors’ Account Dr. 27,000 | 
| To Claims Account a | 27,000 
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i ee Beep OE: ON sos Rg, Rs. 
Balance of Life Assurance Fund at 31st — 
December 1943 as given © oe tai 43,78,000 
Less Outstanding Claims ey 65,500 
, Bonusin reduction of Premium .. — 6,000 | 
| oo 72,000 
| 48,06,00 
Add Premium by. utilisation of Bonus... 6,500 | 
», Interest accrued on Securities —... 19,500 
, Outstanding Premiums ce 18,500 : 
, Claims covered under Re-insurance 27,000 | 
| | | — 71.000 





Balance of Life Assurance Fund at 3ist 


December 1943 ae | 48,77,000 


SSS SS 
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Balance Sheet 
As at 3ist December 1946. 


Sergi ois nae er: oP eiresnchadtorne ec nmensaae cater ia ecadasiated 





j 





LIABILITIES, Rs. | ASSETS, | Re. 
Share Capital ..-| 1,60, 000 Loans on Mortgages within 
Life Fund ...156,46.266, British India .| 9,02,956 
Investment Reserve Fund 88,000! Loans on Mortgages outside 
Estimated liability in respect; | British India | 3,94, 360 
of outstanding claims ; | Loan on Policies within 
whether due or intimated... 6,135, their surrender value _ ...’ 4,25,860 
Annuities due and unpaid. 427| Investments: | 
Bank Loan ...| .50,000' British Government Secu-| 
Premiums reseived im ad- rities i 5,69,517 
Vance 1-+| 575, Foreign Government Soot 
| | rities | 1,72,760 
| | Municipal Securities | 8,50,320 
| | Development Loan “| 4,15,006 
| | Railway Share and Deben- | 
, | tures 20,42,477 
3 | Outstanding Premiums | 77,631 
‘| Amount due from other 
| Insurance Companies (re-| 
| insurance claims) | 27,000 
| Interest and Dividends out-' 
| standing .| 3,700 
‘ Interest aceruing but not 
| due 69,613 
| Stamps in hand “| 269 
be Cash in hand Rs. 1,900 | 
Rahs Cash at Bank »» 9,020 | 
| -—— | 10,920 
| 
| | 
hee 
ie 
(SRST ee 
59,61, ss 59,61,903 
| a 


Notes :—(1) In the absence of detailed information Premium Income has not 
, been splitted up on the basis of ‘‘ Business within India’ and 
** Business out of India.” 


(2) As the details of Expenses of Management are not given, it is 
saown in the eopthe ke Account under one heading. 
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Exercises 


Ex. 1.—(I[ndian Merchants’ Chamber 
following figures of the Fire-Foe Insurance Co., 


1944).—_From the 
Ltd., you are 


required to prepare a Fire Insurance Revenue Acoounk for the 


year ended 3lst Mach 1944 :— 
: ) 
Premiums collected and outstanding 


Fire Insurance Fund (being Reserve for un- 


expired risks) at the beginning of the year.. 
Claims paid and outstanding 
Commission 
Expenses of Management 


Rs. 
3,80,000 


1,05,000 
1,40,000 

20,000 
1,12,500 


You are required to create a specific Reserve of 40 per cent 
of the Premium Income of the year in respect of unexpired 


risks at the end of the year. 


Ex. 2.--(Indian Institute of Bankers 1945).—Prepare Revenue 
Account and Balance Sheet of the Fire-Foe Insurance Co., Lid. 


on 3ist December 1944 from the following :— 


Dr. 

Premiums a 
Re-insurance premiums paid 69,000 
‘Losses by fire 4,80,000 


Losses recovered under re-insurance 
contracts ee eae 
Interest and Dividends 


Income-tax on interest and dividends. 6,506 
Expenses of Management 1,20,000 
Commission 1,19,000 
Printing and Stationery, Stamp 11,000 
Capital 


Fire and General Reserve Fund 

Outstanding Fire Losses 

Unclaimed Dividends 

Profit and Loss Appropriation account 

a balance as on Ist January 1944 oe 
Interim dividend paid to shareholders 13,900 







Pome: vsti in and outside India 1,10,600 
indian: Colonial and ee ' 

Securities 2,03,000 

_ Dene sit with Reserve Bank of India... 2,090,000 

Outs anding interest and Dividends... 5,000 
ts ane Ereminme oe ae 1,500 

hat B apnea ceca é a tiwad 10,500 

8° & ad /Branh Offices E Balances. 1, 05,000 


Re. 14, 93,000 


Cr. 
7,¢0,000 


60,000 
20.000 


eee 


2,950,000 
2,80,000 
63,000 

6 500 


3,900 


° 
Pe 


14,53, 000 - 


OE ER EO ca 


~ 


4 
° 
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Ex. 3.—(Indian Merchant's Chamber, 1945)—Before taking 
into consideration the following items the Revenue Account 
of Long Life Insurance Co. Litd., for 1944 shows the Life 
Assurance Fund at Rs. 48,78,000 as on 3lst December 1944. 


Rs. 

' (a) Claims intimated but not dealt with -. 65.500 
(6) Bonus utilised in reduction of premiums ... _‘ 6,500 
(c) Interest accrued on Securities ... 19,500 
(dq) Outstanding premia ... 18,000 
(c) Claims covered under re-insurace aw ST 080 


(five journal entries necessary to adjust the above items and 
ascertain the amount of Life Asaurance Fund after making the 
adjustments. 


Ex. 4,—(Indian Merchants’ Chamber 1946).—From the 
following information supplied by the Independence General 
Insurance Co., Ltd., you are required to prepare its Fire Insu- 
rance Revenue Account in the Form prescribed under the 
Insurance Act, 1938. wi 


Balance on at ist January 1945: Reserve for Unexpired 
Risks Rs. 8,00,000; Outstanding Premiums Rs. 1,13,000; Out- — 
standing Claims Rs. 52,000; Outstanding Commission 
Rs. 50,600. 


Receipts and Payments during the year 1945: 


Premiums received, Rs. 11,98,750; Interest, Rents 
and Dividends (net) Rs, 27,000; Re-insurance Premiums 
paid Rs. 25,600; Claims including Settiement Expenses 
Rs 6,37,000; Commission Rs. 5,60,000; Expenses of Manage- 
ment, Rs. 1,64,000; Foreign Taxes Rs. 19,000. 

In addition to normal Reserve for unexpired Risks as on 
31st December 1945 a sum of Rs. 1,70,000 is to be provided by © 
way of Additional Reserve. Outstandings at the close of the — 
year were as under: . 

Oi Premiums Rs. 1,39,850; Commission Rs. 30,000; Claims — 
Rs. 92,000. Be 7 | | 


¥ > 
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